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"Experienced

‘Proven Leadership

Cur people are amoeng our top competitive advantages.

‘professionals who deliver value to shareholders and advertisers every day.

Senior Leaders

katherine J. Harless
President and
Chief Executive Officer

Eric D. Chandler
President,
Internet

Andrew Coticchio
Executive Vice President
and Chief Financial Officer

Frank P. Gatto
President,
Northeast

W. Scott Hanle
President,
West and Independent

Sandra L. Henjum
President,
Southeast and Central

Our senior leadership

. Samuel D. Jones

Senior Vice President,
Investor Relations

Scott B. Laver
President,
Mid-Atlantic

William G. Mundy
Executive Vice President,
General Counsel and Secretary

Michael D. Pawlowski
Senior Vice President
and Chief Marketing Officer

Georgia R. Scaife
Senior Vice President,
Human Resources

Stephen R. Smith
Senior Vice President and
Chief Information Officer

Janet P. Stevens
Senior Vice President,
Public Relations

Idearc’s leaders are experienced, entreprenaurial

Board of Directors

John J. Mueller,
Chairman

Jerry V. Elliott

Katherine J. Harless

Donald B. Reed

Stephen L. Robertson

Thomas S. Rogers

Paul E. Weaver

team has the expertise

on a multi-platform strategy and deliver superior
has the extensive professional background and
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Fellow Investors:

The words on the front cover of this report clearly describe
an extraordinary company.

Idearc was created through a spin-off from Verizon in
November 2006, and we knew then that the key to success
was straightforward: “Do what you say you are gonng to
do ”

We committed to providing solid total return to .our
shareholders and to our advertisers. We've done just that
We are pleased to share 2006 financial highlights for the
company we launched just four months agoe:

» Strong cash flow resulted in our first dividend tor
shareholders;

* Financial guidance was in line with what we laid out
to investors;

*+ The spin-off from Verizon was efficient and
successful;

+ Fourth-quarter and year-end results reflect improving
trends in published revenue performance.

We delivered on our objectives because we executed
well, and advanced our competitive advantages: a solid,
value generating portfolio; a resilient multi-platform
business model; and a natlona base of diverse markets and
customers. . .:'

We saw an improving trend in fourth-quarter pubhshed
revenue results, as the key,; |nvestments we made in the
company began to pay Off. First, we distributedsimore
directories to homes across. the country, allowmg our
advertisers’ content to gét: through to more consumers
who are ready to buy. Second we hired and tramed _more
sales representatlves brlnglng .our total sales force to
more than 3000‘~profe55|onals'who can sell mult| rnedla
products. And, third, we brought search-engine marketlng
technology in-house through the acquisition of Inceptor,
enabling us to more efficiently manage industry-leading
Iinternet advertising programs.

Idearc is in excellent financial position because our
recurring revenue streams and strong cash {low give us

sharehelders.?

\_ Y,

the opportunity to continue growing the
business and paying a dl\ndend

We "also have the. flexrbrlrty to make
prudent investments when they make
sense for our future

I encourage you to become more famlllar
with |dearc_through this annual report.
You will recognize a resourceful company
with deep mdustry expertise. ’

We have more than a century of. yellow

pages experience, and have been at the '

forefront of Internet yel'low pages and
local search since’its incepticn.

We are confident in our strategy -‘and
prospects for the future. Thank you for
investing with us.

Katherine J. Harless
President and Chief Executive Officer
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‘and experience to grow the business, execute

value to our advertisers. Our board of directors
depth of experience to guide us into the future.



Resourceful

Value-Generating Portfolio

Our Function:

Make our advertisers
successful by delivering
leads that result in‘sales.

Our Goal:

Make Idearc successful
by turning those leads
into profitable revenue.

1

Official Publisher of
Verizon Print Directories

Verizon Yellow Pages

Driving Recurring Revenues by Getting
Advertisers’ Content to Consumers Who
Are Ready to Buy

* Idearc is the second largest yellow pages

directory publisher in the U.S., with $3.2
billion in revenue in 2006.

We publish more than 1,200 directory
titles with a circulation of approximately
130 mitlion nationwide.

We have operations in 35 states and the
District of Columbia.

* We publish more than 5.6 million

business listings and more than 3.6
million yellow pages ads under more than
14,000 unique headings.

* The return on investment for yellow

pages advertisers averages $53 for every
$1 spent — one of the best buys in the
advertising industry.

ldearc’s multi-platform strategy is a strength.
small- to medium-sized businesses have more time
mix of advertising products drives recurring
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solutionsat haﬂd

Complementary Print Products
Driving Aggregate Usage by Getting
Content to More Consumers in More Ways

Verizon Yellow Pages Companion
Directories improve customer loyalty,
More than 160 titles give advertisers

greater opportunities to reach consumers.

Solutions At Hand magazines attract a
whole new base of advertisers beyond
yeillow pages directories. A successful
initial market rollout in the Northeast
and Mid-Atlantic provided advertisers
with additional targeted opportunities
to reach highly qualified customers.

Solutions Direct advertising postcards
deliver highly measurable. affordable
and timely promotions to specific
consumers at specific times. A successful
initial market rollout in the Northeast
and Mid-Atlantic allowed advertisers

to further segment and target their
programs.

Our compilementary print products
rollout to additional markets will
continue in 2007

Innovative

N
{1
|

|

Superpages.com

Driving Growth by Bringing Online Local
Search to Consumers and Advertisers
Nationwide

The Internet.has proven to attract
new advertisers and deliver additional
exposure to our existing advertisers.

Qur innovative mix of fixed-fee and
performance-based online products
gives advertisers the ability to manage
their online programs the way they want.

Performance-based oroducts allow
advertisers to precisely track advertising
effectiveness — further underscoring the
extraordinary return on investment we
provide.

Distribution partnerships with Google,
Yahoo! and MSN get our advertisers’
messages in front of more buyers in
more places — and provide a valuable
small-business sales channel for large
search engines.

We manage print and online programs so that

to concentrate on their goals. This innovative
revenue, aggregate usage and overall growth.




Competitive

Market Overview

Among our greatest competitive
differentiators are our national brand
recognition, broad nationwide footprint
and geographic diversity. No single book
accounts formore thantwo percentof our
revenue, and no single geographic area
dominates our market profile. This broad
distribution allows us to take advantage
of expansion opportunities and weather
regional market fluctuations.

Our business is remarkably strong
and stable. We are in some of the most
attractive markets in the U.S., including
Boston, Philadelphia, New York, Washington,
D.C., Richmond, Tampa, Orlando, Dallas,
Phoenix, Denver, LOs Angeles and Seattle.

Qur independent market strategy
enhances content on Superpages.com,
broadens our distribution, and increases
our appeal to large national advertisers,
as well as providing another channel for
profitably generating revenue.

In 2006, we published nine directories in

.ndependent markets. wWe witl continue to
evaluate additional markets for possible
expansion as they meet our selection
strategy.

Ou‘r other major competitive advantage is our local
sailes force and the relaticnships our sales reps form
with the businesses they serve,

Asiarasult of these factors, we are skilled at competing
in tlhe smaliest as well as the largest markets against a
broad array of competitors.

= New York
Philadelphia

[ ] lnlcumbent Market
M independent Market

Broad National Footprint:

+ 35|states and approximately 360 markets

*+ 81 0of top 100 designated market areas (DMASs)

* Over 100 titles in more than 40 independent markeats

» 30:year publishing agreement to use the Verizon
brand

+ More than 3,000 professional sales representatives

No one else can servel America’s small- and

We generate revenue Py matching products
We continue to be the easiest and fastest way
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Superpages.com

A strong and integral part of the Idearc multi-platform
strategy, Superpages.com succeeds in -three distinct
dimensions:

+ Content: Superpages.com makes advertisers’ content
available to shoppers through keyword and geographic
search. We feature listings for all of the approximately
18 million small- to medium-sized businesses in the
U.S., roughly 11 million of which have profiles with
enhanced content,

- Technology: We have broad in-house technology
expertise, which we believe makes us the nation’s most
advanced Internet yvellow pages. We are specialists in
keyword selection, bid management, site optimization
and conversion-rate improvement., We develop,
implement and manage search engine marketing
campaigns for our advertisers. And, we continue to
build additional capabilities through acquisitions and
in-house research and development.

« Distribution: We are the number one Internet yellow
pages site, with more than 2.8 billion network searches
in 2006. Our distribution agreements with Google,
Yahoo!, and MSN provide additional revenue and more
opportunities for Idearc’s advertisers to connect with
customers. Through these strategic relationships, we
can channel more traffic to our customers and place
our customers' ads directly on other search engines.

We offer a unigue Internet product portfolio. Fixed-
fee services give advertisers stability and simplicity.
' Performance-based advertising products, which generate
‘ revenues when consumers connect with advertisers by
|

clicking through to their Web sites or by
calling their businesses, provide flexible
and trackable coptions.

We provide the kind of direct sales contact
and full-service fulfillment options that
search engines don't provide. We can
manage online programs for our advertisers

Dynamic

when they don’'t have Web site expertise.

Highlights:

More than a decade of in-house
Internet experience.

Agreements that place our
advertisers’ content on more than
200 other Internet sites, including
Google, Yahoo! and MSN.

Three dedicated Internet sales
offices — Alpharetta, Ga.; Irving,
Texas; and Everett., Wash, — that
extend sales capabilities beyond
vellow pages print sales channels,

Full-service and self-service
advertising program management
options.

Rich consumer features, including
user reviews, map-based search,
restaurant and hotel reservations,
and coupons.

‘ medium-sized businesses the way we do.

and services to any of our advertisers’ needs.
 to find relevant, local shopping information.




Aggressive

Advertisers and Consumers

"We know how
to compete,
build lasting
relationships

with our
advertisers

and launch
new products.”

) the order with

Business is
blooming for
close to 5,400
florists.

When it comes to
pizza, we've gof

nearty 5000
listings.

Our focus is to drive profitable revenue growth

sales force knows how

to compete and sell

reps are successful because they know how to
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Consultative

We list almost 4,800
home improvement
resources to fit any
project.

More than 14,000
physicians and
surgeons are
on call.

Approximately 11,000

real estate agents help
you seal the deal.

across multiple platforms. Our trusted local

multiple media advertising products. Our sales
~help make their advertisers’ businesses thrive.
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Shareholder Services
For all individual shareholder questions and inquir
Computershare Trust Company, N.A.
PO Box 43078

Providence, Rhode Island 02940

Web site: www.computershare.com/idearc
Email: ldearc@computershare.com
Toll Free Number: 1-800-756-8600
Toll Number (for outside the U.S., Canada and Pue

Investor Relations
Investor Relations contacts will entertain inquiries
or members of the financial community.
1-877-31IDEARC
1-877-343-3272

é X

es;

rto Rico): 781-575-3995

from institutional investors, analysts




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2006

Commission File Number: 1-32939

IDEARC INC.

{Exact Name of Registrant as Specified in Its Charter)

20-5095175
(1.R.S. Employer
Identification Number)

Delaware
(State of Incorporation)

2200 West Airfield Drive, D/FW Airport, TX 75261
(Address of Principal Executive Qffices) (Zip Code) ‘\

Registrant’s telephone number, including area code: (972) 453-7000 ||

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value $.01 per share ' New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes [ ] No
Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d} of the Act. Yes [ ] No

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorier period that the Registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No (] .

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See . |
definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer [ Accelerated Filer [] Non-Accelerated Filer “

Indicate by check mark whether the Registrant is a shell company {(as defined in Rule 12b-2 of the Exchange Act). Yes [] No \
As of June 30, 2005, the Registrant’s common stock was not publicly traded.
As March 6, 2007, there were 146,865,821 shares of the Registrant’s common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement relating to the 2007 Annual Meeting of Stockholders are incorporated by reference
in Items 10, 11, 12, 13 and 14 of Part III of this report. j
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FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933 and 21E of the Securities Exchange Act of 1934. You should not place undue reliance on these statements. -
These forward looking statements include statements that reflect the current views of our senior management
with respect to our financial performance and future events with respect to ouf business' and industry in general.
Statements that include the words “may,” “could,” “should,” “would,” “believe, antrcrpate ” “forecast;”
“estimaté,” “expect,” “intend,” “plan,” “project,” “outlook’ and similar statements of a future or'forward-looking
nature identify forward-looking statements. Forward looking statements address matters that involve risks and
uncertainties. Accordingly, there are or will be important factors that could cause our actual results to differ
materially from those mdlcated in these statementq We bel1eve that these factors mclude but ‘are not timited to,
the fo]lowmg : : ' e et

[T

LIIY3

. Lo v
. rlsks mherent in our spin-off from our former parent corporatlon Verizon Commumcauons Inc which
we refer to.as Verizon, including increased costs and reduced profitability associated with operating as
.an independent company; S A . T - , '

*  risks related to borrowings made in connectlon with our spln off, ©

. sih M

- . risks assocrated with our dependenee on key agreements entered into with-Verizon in connection w1th '
our spin-off; - Lt : L .

» Tisks'associated with our ability to replledte serv:ces prowded to u:; by Venzon prlor to our spm -off and
" currently under the transmon serwces agreement -

| LN [ . . | .

. mcreased demands on our management team as a result of operating as an mdependent company;

+ changes in our competitive position due to competition from other yellow pages publishers and search
engtnes and/or our ablllty to anttcnpate or respond to changes in techno]ogy and user preferences

. changes in the availability and cost of printing raw materials and- thlrd—partynpnmers and dlsmbutors

e LA B

« “changés in U.S. labor, business, political ‘And/or economiic C()ndl[IOIlS

+ changes in govemmental regulations and policies and actions of regulatory bodies;
. Lt e, . ' |

. changes in operatmg performance and . ] - A

+ accessto capua] markets and changes in credlt ratings.
. : . . o T B L : |
The foregoing factors should not be construed as exhaustive and should be read together with the other
cautionary statements inciuded-in this report, including under “Item-1A. Risk Factors.” If one or more events
related to these or other risks or uncertainties materialize, or if our underlying assumptlons prove to be incorrect,
actual results may differ materially from what we anticipate! -« 4 ke S

-
[}
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Item 1. Business. R
Overview '
. Tt ' o i + coT } .. L * R 4 .

-Our multi-platform portfolio strongly positions ds in our market space. We are the second largest yellow
pages drrectorlestpubllsher in the United States as measured by revenues, and we belteve that we have the
nation’s leading, Internet yellow pages directory. Our. products include print yellow pages, print white pages, an
Internet yellow pages directory, Superpages.come, and an mformatron directory for,wireless subscribers, ..
Superpages MobileSM, We are the exclusive ofﬁcral publisher of Venzon Commumcauons Inc. print directories
in the markets in whtch Venzon is currently the mcumbent local exchange carrier, which we refer to as our
incumbent markets. We use the Verizon brand on our: prmt directories in our incumbent markets, as well,as in
our current markets i in which Verizon is not the incumbent, Wthh we refer to as our mdependent markets

| Cree . ., K
AR R [ N

We, together with our-predecessors! have morelthan 125:years of experience’in the print directory business.
We believe that we have consistently held a leading market position in our incumbent markets: We publish our
directories in approximately 360 markets in 35 states. across the United States and the District of Columbia,
providing a geographically diversified revenue base. In 2006, we publlshed more than 1,200 distinct drrectory
titles, including more than' 1100 directory titles in our incumbent markets and more than 100 directory titles in
our independent markets, and distributed approximateiy 130 millicn copies of these directories to‘businesses and
residences in the Untted States. In addition, in 1996, we launched Superpages com, which includes | ,
approximately 18 million business listings and tens of mtl]rons of resrdenttal llstmgs in the United States In
2006, Superpages.com had more than 2.8 billion network searches. We believe that we have an opportumty to
increase the-fevenu€s from our independent print and lntemet yellow pages directories businesses over the next
several years, LTI v S e e I' O T

We derive our revenues pnmanly through the sale of print dlrectory advertlstng Approxrmately 93% of our
revenues for 2006.came from the salé‘of advertising i m print directories. The remaining 7% came from our
Internet business, which includes Superpages com, In 2006 we generated revenues, of $3,221 mllllon and
operating income of $1,323 million. =~

G, PR TS REY ., 1.. o, _— LT ' oo

Our strategy is to continue to connect our advertlsmg custorrers with buyers through our multi-platform

suite of products that include print and lntemet yellow ‘pages directories and othér complementary products
S R T LT P o :,

We believe that businesses choose our products and services because they value the return on 1nvestment
they achieve when-advertising through our products and services relative to other. media, the fact that a large
number of consumers who consult yellow pages diret:toriesf actually make a purchase, the broad and diverse .
demographic and geographic base of consumers-who use our products and services, including our advanced
Internet products and relationships with several search engines, and the quality of our-client service and support. s

1

We completed our spin-off from Verizon on November 17, 2006. In connection with the spin-off, we issued
approximately 146 million shares of our common stock and $9,115 million in debt. In addition, we entered into
various agreements with Verizon, including a 30-year publtshmg agreement pursuant to which we are the official
publisher of Verizon print directories with rights to publrsh yellow pages under the Verizon brand in both our
incumbent and current independent markets. | :

Competitive Strengths :

We believe that our multi-platform portfolio possesses the following strengths that will enable us to
continue to compete successfully in the local advertising market:
i . o .
Leading market position. We are the second largest yellow pages directories publisher in the United States

as measured by revenues, and we believe that we have the nation’s leading Internet yellow pages directory. In
|

1

2




connection with the spin-off,-we entered into a 30-year publishing agreement with Verizon; under which we-are !
the exclusive official print directory publisher of Verizon Yellow Pages in-our incumbent markets. Pursuant to
our branding agreement with Verizon, we use the Verizon brand on our print directories in our incumbent and

current independent markets. We believe our position-as the official publisher of Verizon print directories.in our
incumbent markets-drives consumer awareness and usage of our directories. In addition, we believe that the | -
Verizon brand and Verizon's long-term presence as the incumbent local exchange carrier have positioned us as a
preferred directory for.both consumers and local advertisers in our incumbent markets and provide us: tmmedlate

credibility’as we. expand into 1ndependent markets. -+ . . o pe s e o S v
. St LA H S B L aat, : Yoo

et
. Diverse and attractive markéis. We currently publish Gur directories in’ approximately 320 incumbent
markets and-more than 40 indépendent markets. We operate in 35 states across the United Statesand the District
of Columbia. We beliéve ‘cur fnarkets are attractive for local and national‘advertisers due to high concentrations
of well‘educated and affluent residents and consumer spending that tends té be'higher than'the national average.
We select independent markets by assessirig potential for sustained growth, ability to make a meaningful positive
contribution to our profitability within'two to three years of entry, ability to enhance our Superpages.com
content, ability to'éxpand our print footprint to attract national advertisers, the current competitive landscape and
thie proximity to ouf existing sales force.'In 2006, our’top ten directories, as méasured by revenues, accounted for
only 11% of our revenues and no single directory accounted for more than 2% of our revenues. '

f
4

Superior value, proposmon for our advertisers. We believe dtrectory adverttsmg provides our adverusers
with a greater value proposmon thén other medla because it targets consumers at the key time t‘vhen they are
acttvely seektng mformatlon to make a purchase We believe that our dtrectory adverttsmg generally provrdes
a competitive cost per reference Cost per reference is a measare of an advertiser’s cost per contact (e.g., a
telephonie call or consumer vtsrt) generated from advemsmg through our products and services. We also belteve
that our dtrectory adverttsmg provtdes a htgher return on investment than' many other local advemsmg
altemattves mcludmg newspapers television and radto We offer our customeérs an array of complementary
products in which they can advertise, mcludmg smaller-sxzed portable Verizon Yellow Pages Companton '
Directories, community directories in spec:lf" c nelghborhoods Superpages com, Superpages Mobile and

Solutions Direct™ and Solutions _at Hand™ products that extend our customers’ reach into other media categories.

P . S teor e, ; .

A

Large locally based sales force. As. of December 31, 2006 we had more than 3,000 sales representattves

including sales management, operating throughout the Uruted States. The majority of our sales force is locally .

based, operates from 56 regional offices and consists of premise sales representatives who generally focus on
high-revenue customers. We believe the size, local presence and local market knowledge of our sales force is a
competitive advantage that enab]es us to- develop and maintain long- standtng relatlonshlps with our advertisers.
Our local print customer renewa] rate {(which excludes the loss of customers that did not renew because they are
no ]onger in business) has remalned above 85% over the past three  years and exceeds 90% for our highest value
customers. In addttton we, have well established tratnmt__, programs, practlces and procedures to manage the :
producttvtty -and effecttveness of our sales force. See * ——Sa]es and Marketing.” e o

Leading Internet yellow pages directory. We view Superpages.com as a natural extension of, and
complement to, our print-directories;.enabling us to deliver additional high-quality. leads for our customers. We
believe that Superpages.com;which includes approximately 18 million business listings and tens of millions of
residential listings in the United States; is the, nation’s leading Internet.yellow pages, directory: For instance,
Superpages.com was the first Internet yellow pages directory 1o offer both fixed-fee and performance-based--*
advertising product (PBAP) options. In addition, it has a wide range of enhancements, including user reviews,
links to web-based shopping information, self- and full-service fulfillment options, web site design and hosting
services and an accompanying search engine marketing option for businesses that do not have the capabilities or
resources tonavigate Internet marketing: Under agreements with several major search engines, we place local
advertising content on the search engines’ .web sites; providing us with higher traffic volume while retaining the

customer relationship. We believe that even-as those search engines develop their own local search capabilities,

3




they will continue to find thesé agreements beneficial because our local sales force provides them access-to local
advemsmg content wuhout having to invest in their own local shles force, : T

o ] P : _]l e, . o L

Product innovation and product adaptation. We offer a broad product portfolio that provides our customers
additional high-quality leads. In addition to our print d;irectorie's, we offer print extensions, such as Solutions at
Hand magazines and Solutions Direct advertising postcard packages, to enable us to capture revenue in'the $56- .
billion direct mail industry and $13 billion magazine industry, as well as Superpages.com, our Superpages -
Mobile service for wireless phone subscribers and a broad and well-establisheddistribution platform. We believe
we are adept at both developing innovative products and adapting quickly to consumer preferences, thus enabling
us to maintain our strong position‘in the directories market. For instance,.in 1996, we launched Superpages.com
to enter into the Internet yellow pages directory business and to complement and support our, print yellow pages
base. Since then, we have further developed Superpages.com to adapt to market demands and advances in ~ »
technology and to effectively compete against or partner with other online information providers. In.addition, in .
2003, we introduced Verizon Yellow Pages Companion Directories, which are convenient, smaller-sized
directories that are distributed in conjunction with the full-size Verizon Yellow Pages. Advertising in the |
companion directories is available only to businesses that maintain or increase their programs.in the core
directory. Within a year of introducing our smaller-sized directories, we became the largest publisher of smaller-
sized companion directories. We also pubiish 62 Hispanic directories,.which we believe is substantially more -
than any of our competitors. -

'Diverse customer base. We generate our revenues from o our large base of cuslomers Wthh was
dpprommately 850 000 as of December 31, 2006. As of December 31, 2005, we, had approxnmately 880 000
customers. The 3.5% decline in customers from 2005 to 2006 was pnmarlly due to the loss of small customers
with entry level programs. We do not depend to any mgmﬁcant extent on the sale of advemsmg to a particular |
mdustry ortoa particular advertiser and our customer renewal rates {which excludes the loss of customers that
did not renew because they are no longer in business) have been over 85% for the past ‘three years and over 90%
for our highest value customers. In 2006 no single customer accoumed for more than 0.06% of our revenues, ;
with our top ten customers representmg less than 0.5% of our revenues. ) o '

Resilient business model. A substaniial reduction jn our sales force in 2003 from a management voluntary
separation program offered to all of Verizon’s non-union and certain union employees resuited in a decline in
revenue of approximately 4.0% from 2004 to 2005 and approximately 4:5% from 2005 to 2006. Despite this
declinié; 'we maintained operating income margins of 46% in 2004, 49% in 2005 and 41% in 2006. ’

- “Favorable cash flow characteristics, Our business benefits from strong revénue visibility, low capital
requirements and significant cash flow generation: The pre-sold nature of directbry advertising provides
significant revenue and cash flow visibility because advertisers generally pay 'on a monthly basis over the life of
a print directory, which is typically one year, and over the term of Inlemet advertising, which is also typically
one year. The capital expenditure requirements of dur businéss are modest and amounted to $64-million, $78
million and $85 million in 2006, 2005 and 2004, respectively, in each case representing less than 2.5% of total
operating revenue. As a result, we generate strong free cash flow.

Experienced management team. We have a strong and experienced senior management team across all
areas of our organization, including sales, finance, operations, marketing and customer service. Qur senior N
management team has an average of more than 25 years'of experience in the‘telecommunications and directory
publishing industries. ' ' } SRRV R
Business Strategy ' . ; .. L . ,

Our strategy is to continue to connect our advertising customers with buyers through a variety of cost- -
effective products that include print and Internet yellow pages directories and othér complementary products. In
order to execute our strategy, we will continue to rely on our core strengths, including ‘our leading market
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position in our incumbent markets, our large locally-based sales force, the Verizon brand, our diverse and -

attractive markets, our leadmg position in the Internet yellow pages directory market and our focused product

innovation: .’ - - A A R oo . . :
T B T L e Coe

The principal elements of our business strategy include: « .+ . - : T -

* Invest in our print business and related growth initiatives. We are investing in our sales force,
produets dlstnbunon and advemsmg and contmue to selectlvely expand 1nto addmonal markelb

g [ t . PR I
.. Enhance advemser value. To further improve advemqers fTeturn on investment, we continue o .
.implement and refine programs that align each advertiser’s costs with the value of the advertising
program purchased. In addition, we will introduce and market new products that provide our W
advertisers with additional opportunities to reach consumers and further enhance their cost per

reference.

+

* Leverage the Venzon brand and promote our new Idearc brand. We use the Verizon brand on our
print directories in our'incuribent and current 1ndependent markets. We believe the Verizon brand has
positioned us as a preferred dlrectory for both consumers and loca! advemsers in our incumbent '’
markets and provxdes us 1mmed1ate Cl'edlblllly as we expand mto mdependent markets In addition, we

" invest in brand awareness campaigns that 1nltr0duce our new ldearc brand by remforcmg the beneﬁts

P aliL

we offer consumers and advemsers .

- . - -y

* Continue to leverage and invest in our large locally based sales force We are recruiting, hlrmg and
training additional sales representatives to ensure that we can take full advantage of markel
opportunities. We-invest in and develop training programs to enhance our sales forcé producnv:ty and

-to effectively manage our customer relationships. We employ a number of sales representatives slightly
above necessary levels to maintain an adequate number of trained, professional sales representatives.
We believe that our sales force will further penetrate the markets we currently serve and increase our
sales volume. Furthermore, we offer an incentive-based compensanon plan which we believe results in
‘increased productivity and lower employee turnover. .. N

« Further develop our Internet ye!low pages dtrectory service and contmue to establish relanonshrps "
" with Internet compames We are commumg to enhance Superpages com, as'well as pursue addmonal
' relationships wnh major search engines ‘and Internet content provniers We will take advantage of our
local sales force infrastructure and broad customer base to further develop relationships with Internet
compames We believe that our full-sérvice offermgs and relanonshlps with Internet compames wr!l
continue to differentiate us from our competltors

*  Continue to implement market-speczf c.strategies. We intend to contmue to 1mplement market- . .-
specific strategies to stabilize print product revenues in certain-densely. populated.urban areas.. .. .
‘Examples of these strategies include continued investment in'the local sales force, adjusting the
geographic reach of specific directories to reflect changing demographics and shopping patterns, «i. .
adjusting the timing and method of directory distribution and expanding our product line to attract new
spending from our customer base: In our other regions of the country that are realizing higher business
-formation, we intend 1o continue to invest in sales resources, distribution and products that capture =

R

»+ customer growth and-enhance revenue performance. - cu L N i

, . ! “vooF

In addition to our busmess stralegles llsted above we may from time to time in the future seek to grow our
business.by- makmg acquisitions or entering into parmershlps and joint ventures. S . . :

) s *

ety - T t".' L . . N . P PR
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Hlstory

We began publlshmg dlreclones as part of the “Bell system " under AT&T In 1936 GTE was. founded and
shortly thereafter began publishing directories. GTE continued to expand its directory business during the
subsequent decades. In 1984, the local exchange businesses (including the directory operations) of AT&T were
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reorganized into seven “regional bell dperating companies,” which were spun-off as indepeiident entities. Two of,

those entities, NYNEX and Bell Atlantic, combined their businesses when Bell Atlantic acquired NYNEX in

1997 in a “merger of equals™ transaction. The combined directory operations of NYNEX, Bell Atlantic and GTE ..

began doing business as Verizon Directories Corp. after GTE became a wholly-owned subsidiary of Bell Atlantic
in 2000 in a “merger of equals” transaction and Bell Atlantic was renamed Verizon Communications Inc.

On November 17 2006, Venzon spun-off the compames that compmed its domestlc print and Intemet
yellow pages directories publishing operations. In connecuon with the spin-off, Verizon transferred to Idearc Inc.
all of its ownership interest in Idearc Information- Services LLC (formerly Verizon Information Services Inc.).
The spin-off was completed through-a tax- free distributioni by Verizon of all of its shares of our common stock to
Verizon’s shareholders.”” « * v.- v R TR - . " .

Y i o " B P N | E + oy Ch

Markets

ln 2006, we published more than { 200 dlrectorles in approx1mate]y 360 miarkets in 35 states across the
United States and the District of Columbia and dlsmbuted approx1mately 130 million copies, of these directories
to busmesses and resndences in the United States In 2006 our top ten dlirectones as measured by revenues,
accounted for only 11% of our revenues and no single dlrectory accounted for more than 2% of our revenues.
Our directories are generally well- established in their communities and cover contiguous geographic areas to
create a strong ]oca] market presence and achieve selling efficiencies.
e A S T AN T SRR . .o

' . I
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Incumbent Markets

R v.,.!_: . L Ji

We publish our d:rectorles in approxlmately 320 incumbent markets. We believe our incumbent markets are
attractive for local and national advertisers due to high concentratlons of well-educated and affluent residents and
consumer spendmg that tends to be higher than the national average.. "

Pl )’ i o+ R 1) . I . ' N .‘

In connection with the spin-off, we entered into a n'umber of agreements with Verizon to preserve the
benefits of l‘)!emg the exclusive officjal publlsher of Verizon print directories in our incumbent markets. These
agreements included a pubhshmg agreement, a brandmg agreement and anon- competmon agreement each of
which has an initial term of 30 years from the date of the spin-off. Under the publlshmg agreement, Verizon
named us the excluswe ofﬁcnal publlsher of Verizon print directories of wireline listings in its current incumbent
markets. In the brandmg agreement, Venzon granted usa ]|m1ted right to, among other thlngs use certain
Verizon service- and trade-marks in connection with publnhmg certain print directoriés and ldentlfy ourselves as
its official print directory publisher. Under the non-competition agreement, Verizon generally agreed not to
publish tangible or digital (excluding Internet) media directory products consisting principally of wireline listings
and classified advertisements of subscribers in our. incumbem markets. Subject to various exceptions, Verizon
also agreed not to publish, for one year folIowmg the spm -off, an Internet yellow pages service substantially
snmllar to Superpages com. : o ; e o :

T P ETO LI . b [T

We believe that serving as the excluswe official pubhsher of Verizon print dlrectones in our incumbent
markets provides us with a competitive advantage. Incumbent publishers can generally deliver a better value
proposition to advertisers (measured in terms of cost:per reference, or. an advertiser’s cost per contact generated
from advertising through a publisher’s product or service) because those publishers tend to have a higher
frequency of consumer usage in the market, largely due to their long-term presence in a particular market and
user perceptions of accuracy, completeness and trustworthiness of their directories. Incumbent publishers also
tend to benefit from established customer bases and solid, cost-efficient operations infrastructures. We believe
that Verizon’s long-term presence as the incumbent local exchange carrier in our incumbent markets, as well as,
our ongoing association with the Verizon brand, has positioned us as a preferred directory for both consumers

and local advertisers in those markets. . ' f . Lo
o " [ L . ‘ . Ty L [




our geographic presence TS o . .o LI

Independent Markets - .- v L 0 Tl T L P R

In 2002, we' launched an 1muauve to expand into markets where Venzon 1;3 nét the 1ncumbent Iocal
exchange carrier. We curremly operate in more than 40 mdependent ‘markéts, in which we publlsh more than 100
distinct directory titles. Our independent strategy enables us to compete with ‘other pubhshers while broademng

Ll l ¢

. { ' sy o
.-We believe that Verizon's national brand presence provides us with a coinpetitive advantage in our current
independent markets. The branding agreement we entered into with-Verizon granted us a limited:right to use the
Verizon brand on our print directories in our current independent markets;,in a small number of other markets we
are currently considering enterlng and, under certain circumstances, in-other markets that we might wish to enter
in the future. Our right to use the Verizon brand in these markets-is non-exclusive and subject to a-number of
conditions. This agreement has an initial 30-year term expiring in 2036, v oL

We select mdependent markets by assessing potential for sustained growth, ability to make a meanmgful
positive contribution to our profitability within two to three years 'of entry; ability to enhance outr’
Superpages.com content, ability to expand our print footprint to attract national advertisers, the current
competitive landscape and the proximity.to our existing sales force. = ., r

Pmdncts . o .

¥ ' - L3 ¥ “i i [} N P .~
Our main products are print directories, which generated approxnmately 93% of our revenues in 2006, We
also operate an Internet yellow:pages.directory, Superpages.com, an information service for wireless phone

subscribers, Superpages Mobile, and provide direct and database marketing services. -

AR

- R v .
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Print Dtrectones .
I ‘. .1 N ! !

In 2006 we pubhshed more than 1,200 dimnct dtrectory titles, cons1stmg of.directories that contain only
yellow pages, directories that contain only white pages, directories that contain both white and yellow pages,
smaller-sized companion directories, directories that include advertisements in-both English and Spanish and
directories in Spanish only. In addition to our print directories, we recently began to offer complementary .
products, such as Solutions at Hand magazines-and Solutions Direct advertising postcard packages; that extend
our advertisers’ reach and return on investment, while positioning us to capture revenue in the $56 billion direct
mail industry and $13 billion magazine mdustry’ . foa . SO

’ ‘ t. L . (. e BT Lo ;

Our directories are designed to meet the advertising needs of local and national businesses and the ' |
informational nceds of consumers. The diversity of our advertising options enables us.to create customized . - '
advertising programs that are responsive to specific customer needs and financial resources. Our yellow pages: .
and white pages directories are-also-efficient sources of information for consumers, featuring,a,comprehensive |

list of businesses in local markets. = : . L L ) : ,
[ . v B Sy . . : L
Yellow Pages Dtrectanes The fol]owmg range of paid advemsmg optlons is available in our yellow pages o

directories:, . . o A R et

. Lts!mg Options. An adveruser may: . Do e o T e
. ' " _1 Pl . ‘. " ‘ - A

= pay for llstlngs in addmonal headmgs, . _' I_ “ , e e
+ = pay to-have its listing highlighted or printed in bold or superbold text, which increases VIS|b|llty,

oo ot

and/or . : . ’ i

» purchase extra lines of text to include information, mcludmg hours of operation a web site URL
or a more detailed description of its business. AL . o

. .7+ In-coliimn Advertising Options. For greater prominence on a'page, an advertiser mayrexpand its basic
alphabeticat listing by purchasing advertising space in the column'in which the listing appears. -
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In-column advertisement features include bolding, special fonts, color and special features such as
logos. An advertiser can also purchase priority placement poc;monmg within its heading to more
prommently promote its business. The cost of in-column advertising depends on the size and type of
the advemsement purchased, and on ‘the reach and scope of the directory.

. Drsplay Advertising Options. A display advertisement allows businesses to include a wide range of

information, illustrations, photographs and logos. Display advertisements are usually placed at the front
of a heading, ordered first by size and then by advertiser seniority. This process of ordering provides a
strong incentive to advertisers to increase the size of their advertisements and to renew ‘their advertising

> -purchases from year to year to ensure that their advertisements receive priority placement..Display
advertisements range in size from a quarter cotumn to as large as two pages (a “double truck”
advertisement). The cost of display-advertiséments‘depends on the size,‘type and value of
advertisement purchased, and on the reach and scope of the directory.

*  Specialty Products. In addition to the above advertisement options, we offer products that allow
businesses to increase v1s:b111ty or better targel specific types of consumers. Our specmlty products

include: " " o - :

* savings cards, color coupons and special offers that enable advertisérs to deliver promotional
offers to consumers;

= advertising space in a variety of specialty guides included in our directories that list services by
v specialization or service area, including Golf Guides, Health and Wellness Guides, Dining Guides,
Women-,and Minoerity-Owned Business Guides and Sports Team-Related Guides; .

» gatefold sections, specialty tabs and double-page advertisements that provide businesses with
extra space to include more information' in their advertisements; and

= acall measurement service, which uses metered telephone numbers to provide advertisers with
information about the consumer résponses to an advertisement. *

White Pages Directories. Pursuant to state public utilities commission requirements, Verizon must publish
and distribute white pages directories of certain residences and businesses that order or receive local telephone
service from Verizon. The legal and regulatory provisions also require Verizon, in specified cases, to include ¢
information relating.to the provision of telephone service provided by Verizon and other carriers in the service
area, as well as information relating to local and state governmental agencies. We entered into a publishing ,
agreement with Verizon under which we publish and distribute these directories on Verizon’s behalf. Pursuant to
the publishing agreement, we provide a white pages listing free of charge to every residence and business with
local wireline telephone service in the area, as well as a courtesy listing in the yellow pages for specified business
customers. The listing includes the' name, address and phone number of the residence or business unless the -*
wireline customer requests not to be listed or publishéd. The costs of publishing, printing and distributing the -
directories are included in our operating expenses. We also publish white pages directories in selected '
independent markets when we believe doing s0 will ha\!re a positive impact on our business.

oo . ]

.

Advertising options include bolding and highllghtmg for added visibility, extra lines for the inclusion of -
supplemental information and in-column and display advertisements. Verizon's local exchange carrier
subsidiaries also derive revenues from the sale of certain supplemental listing information in the white pages
directories pursuant to state tariffs. Pursuant to the pubhshmg agreement, Verizon sharés with us 5% of any
revenue over a certain baseline amount, determined on a state-by-state basis, that it derives from the sale of
supplemental listing information. :

. : . TR
Internet Yellow Pages Directory and Internet Products . . :
Overview. In 1996, we launched Superpages.com. We view Superpages.com as-a natural extension of, and a

complement to, our print directories. We believe that Superpages.com, which includes approximately 18 miilion
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business listings and tens of.millions of residential listings in the United States, is the nation’s leading Internet

yellow pages directory. It was the first Internet yellow pages-directory to offer'both fixed-fee and performance-
based advertising product options. Superpages.com had more than 2 billion network searches in 2005, and.. |
contmued to show strong growth in 2006 with more than 2. 8 billion network searches. ~ :

wr . -

. Prmt yellow pages.and Internet yellow-pages dll‘CCtOf’lCS are complementary plalforms We beheve that
consumers tend to use print directories to search:for local goods and services found within a market, while they
tend to use Internet yellow. pages directories to search for goods and services in both:local and other areas. .~ , .
Superpages.com complements the print yellow.pages directories products.we can offer to advertisers, creating
more content and meeting the preferences of Internet-savvy shoppers and businesses. We offer user-friendly - . .-
navigation and search functions that make it easy for consumers to find the specific products gr services they .
need. Superpages.com enables users to find local and national businesses and compare goods and services before
connecting with merchants across the United States. L,

Features. Superpages com provides the-following features: o

Je fully searchable contemlthat al]ows users to search lhe ennre contem of an advem%ement and prov:des
¥
refined geographlc search capabllltles '

P 4 +

--» _approximately 18 million business listings, tens of ml"10ﬂS of residential listings and apprommately
11 million Internet-specific business: prof]es I T LA T T A

£

ﬁxed fee advemsmg that allows advemsers to purchase enhancements to lhelr llstmgs or expand thelr 7
reach to addttlonal geographlc zones " ’

f S e et

performance-based advemsmg products or PBAPs, that allow an advenrtiser to pay only for calls to its -
business or clicks on its Internet advertising, plus monthly service fees for some accounts based on
advertising spend; :

full service management ¢ of PBAPs to serve the needs of small businesses that cannot or do not want to
manage their programs themselves, N . ‘ N -

v

full- serwce assistance in developmg and mamlammg web q1tes for small busmessee

e ) L I

se]f—semce managerﬁent opuons for advertisers that are technologlcally mclmed , P

«  consumer reviews that enable consumers to both rate and comment about a business or service and *

~ search for gther consumers’ comments; - T S P o
*» links to business web sites; , . . e o _ _ ,
+ restaurant-and hotel reservation options; .. . .. SRR o
* promotional coupons;. 4 o f oo, e e

+ shopping search services that allow-consumers to research and compare products and services from
multiple web sites;

= movie listings and show times; T
=+ street and aerial maps; . . S e m Kl R

. drlvmg d1_rect|0ns and . , )
v avallabllny on w1reless phones through Superpages Moblle and Superpages SMS text mes‘;agmg -
v : LR Ay i . R 1 Pt P S TR T B | -
We provide a basw llstmg on Superpages com. for all businesses at no charge. As with our print directories;
businesses may-pay to enhance their listings on Superpages:com and for other premium advertising products.

4 v i

Options-that are available include extra lines, posting of rephcas of prmt advertlsemems web site and email - . ¢

links, priority placement and banners. - ) e T e e, :
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Agreements with search engines and other Internet companies, We provide search engine marketing, or
SEM, services through which we place Ioca] advertisin’g content on major search engines as wellason* + - !
Superpages.com. Through SEM services, we increase our advertisers’ reach, thus aiding our ability to retain them
as customers and grow their programs. Our agreements with several search engines give us access to a higher’
volume of traffic than we could generate on our own. Even when customer advertisements go onto other web
sites, we retain the customer relationship. The search ehgines benefit fromtour local sales force and full-service
capabilities for attracting and serving advertisers that-might not otherwise transact business with them. As -
opposed to directly competing with these search engines, our strategy is to collaborate with them, pairing our -
local sales reach with their extensive distribution networks. We have also entered into strategic agreements with
other Internet companies to provide enhanced search cz'apabﬂmes For examp!e Superpages.com users may view
street and aenal maps. ' o : Coohe

PR . e [ 3 ! O v

Sales and Marketing \

The marketing of directory advertisements is. prim'arily a direct sales effort that requires-both maintaining
existing customers and developmg new customers. Ex1st1ng customers comprise our core advertiser base, and a
large number of these customers have advertiséd ih our directories for many years. In 2006, we retained more
than 85% of our local print customers from the previous year and exceeded '90% for our highest value customers.
We base our local print customer renewal rate on the number of unique local print customers that have renewed
advertising. We do not include customers that did not rénew because they are no longer in business. Unique local
print customers are counted once regardless of the number of advertisements they purchase or the number of
directoriés in which they advertise. Our renewal rate would not be affected if any of these customers were to
renew some, but not all, of their advertising. Our renewal rate reflects the importance of our difectories to our
local customers, for whom yellow pages directory advertlsmg is, in many cases, the primary form of advertising.
Larger national companies also use advertising in our dlrectones as an integral part of their national advertising
strategies. _ o

We believe the experience of our sales force has enab\ed us to deveiop long-term relatlonshlps with our
customers, which, in turn, promotes a high rate of customer renewal.
' ' " 1 - . ' t
We believe that our salles force can furthcr penctrate the markets that we current]y serve and increase our
sales volume. To further improve the productlvnty ‘of our sales force, we have initidted various programs,

including: =~ . . . : ..

v

* managing lower-end accounts through a speciz;alized low-cost mail-out and telemarketing center;
» ' using new technology to improve the efﬁcienoy of our telemarketing center;’

* equipping sales representatives with computer:programs that accelerate the sales input process;
= managing our information systems through on!e integrated information system; and

t et . v e . L . - -
+ enhancing'our initial sales’training program anld field coaching and mentoring programs.
‘ : ’ !

Lacal Sales Force i , . . L

Each yellow pages sale, whether made in person, b}'r telephone or through direct mail, is an individual
transaction designed to meet the individual needs of a specific business. In connection with the spin-off, we
entered into a 30-year publishing agreement with Verizo:n, under which we remain the exclusive official print
directory publisher of Verizon Yellow Pages in our incumbent markets. Pursuant-to our branding agreement with
Verizon, we use the Verizon brand on our print directoriés in our incumbent and current independent markets. As
the products have become more complex and as competition has presented advertisers with more choices, the
sales process has also become more complex. A sales representative now spends more time learning and
perfecting a sales proposal and preparing for a sales call.’In addition, the average time a sales representative
spends with a customer has increased. Therefore, we believe our success in the marketplace is highly influenced
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by the size and proficiency of our local sales force.. The more well-trained, experienced-sales representatives we
employ, the better able we are to call upon alt prospective clients and, when we do, to custom1ze programs to

' -

meet specific needs., - o T A S

As of December 3152006, our locat sales forde comprised more than 3,000'sales representatives, iricluaing
sales management, operatlng out of 56 reg1ona] offices throughout the United States. We believe the size, local
presence and local market knowledge of our sales force is a competitive advantage that enables us to develop and
maintain long-standing relationships with our advértisers. These relationships allow us to respond to market
needs and to effectively and efficiently deploy new products and services in the markets in which we operate. We
are actively engaged in recruiting, hiring and training additional sales representatives to ensure that we can take
full advantage of market opportunities. Part-of this increase in our-sales force is in response to external .
competition, part reflects our expansion.into new markets and part is the final phase of recovery froma
significant. decrease in personnel;we expenenced in2003. .. " C o L

o o . .o -

In 2003 Vertzon offered a management voluntary separation program to substantlally all of its non-union -
and certain union employees, including our sales force. A substantial portion of our sales force accepted the .
voluntary separation offer, including sales representatives with limited experience and tenure, as well as sales
representatives nearing retirement. As a result, we had insufficient sales staffing for several major sales cycles.. |
This activity came in the midst of intense competition in our markets. Since 2003, we have focused on rebuilding
our sales force to necessary staffing levels. Because it typically takes from six to 18 months for sales
representatives to become proficient, we still are affected by this event. We believe this sales force reduction was
a major contributor to the decline in our local yellow pages revenues in 2005 and 2006.

we wnIl continue to staff our sales force -;lxghtly above necessary levels to mamtam an adequate number of
tramed professronal sales representatlves and sales managers , ) - o

Our sales force is'divided mto four pnncrpal groups: '

. rPremtse Sales Representanves QOur premise sales representat:ves generally focus on high- revenue, |
customers with whom they typically interact on a face-to-face basis at the customer’s place of husiness.
Within thlS group, we have specialized sales representatives who handle major accounts

. Telephone Sales Represenranves Our telephone sales represemattves generally focus on medlum -sized
customers w:th whom they typically interact over the telephone.

« Centralized Sales Representatives. Qur centralized sales representatives include both centralized »:*
account representatives, who generally focus on the smallest accounts, and prospector sales’ -
_representatwes who generally focus on prospectlve customers. These representauves manage both
‘mail-out and telephone contact with lower-end revenue producmg customers

* . Internet Sales Represemattves Our Internet sales representatlves sell adverttsmg on Superpages.com,
..search engine optimization services, web site development and related products to businesses located
outside our traditional sales boundaries and to businesses that would not normally advertise in the print
.yellow pages. Internet sales are also.made by our premise, telephone and centralized sales . , .
representatives. . o R PN
T o * '
We assign our customers among these groups based ona careful assessment of expected advemsmg
expenditures and propensity to purchase various products and services we offer. This practice allows us to deploy
our sales force in an effective manner. A majority of our sales force is locally based, operatmg out of 56 regional
offices. Our local sales force presenee fac1]1tates the personal long-term relat1onsh1ps with. local custonlers .
necessary to mamtam a h1gh rate of local print customer renewal. e " '
Formal training is important to maintain a highly productive sales force. New sales representatives receive
approximately eight weeks of training in their first year, including classroom training on sales techniques, our
product portfolio, customer care and ethics. Following classroom training, they are accompanied on sales calls by
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experienced sales personnel for further training. They then receive field coaching and mentoring. Qur‘

commitment to developing the best sales practices are intended to ensure that sales representatives are able to 1.

give advertisers high-quality service and advice on appropriate advertising products and services. 1.

We have wellzestablished training programs, practices and procedures to manage the productivity and

effectiveness of our sales force. Each sales representative has a specified customer assignment consisting of both_

Tt
new business leads and renewing advertisers and is accountahle for meeting sales goals in each iwo-week pay
period. Our sales representatives are compensated in the form of base salary and mcentwe based compensauon

.oty FEI

Natwnal Sales F orce

In addition to our local sales personnel, we have a sepurate sales channel to serve our nanonal customers.
National customers are typically national or large regional chains, including rental car.companies, insurance
companies and pizza delivery businesses, that purchase advertisements in many yellow-pages directories in
multiple geographical regions. In order to sell to national companies, we use the services of third-party certified
marketing representatives, or CMRs, who design and create advertisements for national companies and placé
those advertisements in yellow pages directories nationwide. Some CMRs are departments or subsidiaries of
general advertising agencies, while others are specialized agencies-that focus solely on directory advertising, The
national:advertiser pays-the CMR, which then pays us after deductmg its commission. We accept orders from
approxnmately 160 CMRs. B ‘ -

Jee ot LR

Customers i o 4 SRR ’ o S .

We generate our revenues from our lafge base of customers, which was approximately 850,000 as of
December 31, 2006. As of December 31, 2005, we had approximately 880,000 customers. The 3.5% decline in
customers from 2005 to 2006 was pnmarlly due to the loss of small customers with entry level programs. "
Approximately 78% of our revenues in 2006 were generated by the sale of our advertising to local customers,
which are generally small and medium-sized businesses. Approximately 15% of our revenues in 2006 were |
generated by sales to national advertisers. The remaining 7% of our revenues in 2006 were generated from
sources other than sales of advertising in our print directories, ihcluding our Intemet yellow pagee directory,
Superpages.com, and direct marketing services. :

o Wl r S

We do not depend to any sngmf icant extent on the sale of advertising to a pamcular industry orto a
particular advertiser. For 2006, no single customer accounted for more than 0.06% of our revenues, with our top .
ten customers representing less than 0.5% of our revenues. The diversity of our customer base teduces exposure
to adverse economic conditions that may affect particular geographic regmns or particular industries and
prov:des additional stability.in operating. results. ) e

The trammg that we provrde to our sales representatlves empha51zes fostermg long-term relat10n9h1ps with
customers, and our performance-based incentive compensatlon structure rewards sales represéntatives who retain
a high percentage of their accounts and increase revenues. In addition, our customers oftén do not reduce or
eliminate directory spending during difficult economic periods because failure to advertise cannot be remedied
until the feplacement directory. is published, typically about 4 year later. Moreover, most directory publishers,
including us, give priority:placement within a directory classification to long-time customers. As a result,
businesses have a strong incentive to renew their directory advertising purchases from year to year even during
difficult economic umes 50 they do not iose their placement within the directory.

[ L Y R ) * Lo, 4

Publlshmg, Production and Distribution S ) : o !

I
' we generally pubhsh our directories on a 12-month- cycle. The publlshmg cycles for our directories are

staggered throughout the year, which allows us 1o effi iciently use our mfrav.tructure and sales capabllmes and the

resources of our third-party vendors. The following are the major steps of the publlcatlon ‘and distribution
process: . R \

ey PR | [ (TP [ A
. Sellmg The sales cycle of o dlrectory varies based on the size of the revenue base and can range from a
few weeks to six months. In the months prior to-publication, our sales force approaches existing
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customers to renew and upsell, and potential new customers in an effort to expand our customer base.
Potential new customers include businesses that have operated in the area for some time but did not
* purchase advertising in the most recent edition of our directory, as well as newly formed businesses
and businesses that-have only recently moved into the area. At the same time, our sales force contacts
3 existing customers and encourages them to renew and increase the size and, therefore, prominence of

1

. their advertisements and to purchase other products in our portfolio.s « - _ .- .

K . A LA P I Lot L e :

s Generation of advertisements. Upon entering into an agreement with a customer, we use our .
. . . e - L1 P, i .

proprietary software and a team of in-house graphic artists to create an advertisement in collaboration

with the advertiser. _

.

T

Pre-press activities. Sales typically cease one month prior to publication, at which time we do not
accept additional customers. Once a directory has closed, pre-press activities commence. Pre-press
activities inclide finalizing artwork, proofing and paginating the diréctories. When the composition of
the_(directofy is finalized, we deliver the directory pages fo a 'third;p:irty printer. ’ '

i L [y - 1a

- Printing: Wé outsource the printing of our directories. Substantially‘all of the paper that we useis -~ "~
supplied by several different suppliers. Pursuant to our current agreements, our suppliers are required -
to provide up to 100% of the annual forecasted paper requirements in'their contracts. Prices under these
agreements are negotiated each year based on prevailing market rates, market demand, production
capacity-and the total tonnage for each sipplier. The terms of these contracts are staggered so‘that as
individual contracts may expire, we maintain the ability to obtain all paper requirements in any given'
year: The timé required to print a directory dépends on'its size and'may be as long as one month.

» t LR

. 'Transporra_riqn. We transport the directories from the p'rinting locations to our distributors by truck and
rail on a publication-by-publication basis using approximately 30 different carriers. . .-, ., ..

Distribution. Our goal is to deliver our full-size directories to all residences and businesses in'the’
" * geographical areas for which we produce directories. We primarily use four vendors to'distribute our'”
. directories. Distribution begins as soon as the first completed directories, are produced. Depending on
the circulation and size of the directory, distribution typically ranges from three to eight weeks.

D - ' . .
T oL v [ s M

Billing and Credit Control . . . D
Currently, we direct bill more than 80% of our customers. By the end of 2007, we anticipate migrating our
remaining customers to our direct billing systems. We have a billing and'collection agreement with.Verizon. -
Under the agreement, Verizon bills and collects from our customers who have not yet migrated to our billing -
systems. These remaining customers, who are also Verizon local telephone customers, consist primarily of P
smaller customers serviced by our telephone call center, :

i

Lot . Lot

1 L 1

In 2003, in order to reduce our bad debt expense, we implemented a new credit and collections program,
which resulted in more stringent policies, process reengineéring and system improvements, By the end of 2004,
some aspects of the program were implemented. Thf:sc,,initiz_xl_ efforts helped reduce our pgd debt expense, as a
percent of tota_l‘ operating revenue from 8. l%'illll 2‘003 t0 6.6% in 20_04. During 2005, we continued to imple:ment
additional new processes, which further reduced our bad debt,expense as a percent of total operating revenue to
4.9% in 2005. In 2006, these enhancements were fully implemented and our bad debt expense as a percent of total

+

operating revenue was 4.3%. . . e ) ;

+ L]

Because most directories are published on 12-month cycles, we bill most of our customers,.many of which
are small or medium-sized businesses, over the course of that 12-month period. Fees for national advertisers are -
typically billed upon issue of each directory in which advertising is placed by CMBRs, after deduction of
commissions. Because we do not usually enter into contracts with our national advertisers, we are subject to-the
credit risk of CMRs on sales to those advertisers, to the extent we do not receive fees in advance. . C
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We manage colléction of accounts receivable by conducting initial credit checks of new customers (under
certain circumstances) and, where approptiate, requiring personal guarantees from business owners. We check all
new orders from existing customers for. payments that are past due to us prior to publishing the new order. When
applicable, based on our credit policy, we use both internal and external darta to decide whether to sell to a
prospective customer: In some cases, where appropriate, we may also require the customer to prepay part or all
of the amount of its order. Beyond efforts under certain circumstances to assess credit risk, we employ ‘well-
developed collection strategtes using an integrated system of tntemal external and automated means to engage
with customers concerning payment obltganons

Competltlon

The U s. drrectory advertlsmg mduqtry 18 htghly competmve We compete wnth many different advertising
medla 1ncludmg newspapers, radio, telev1s1on the Internet, btllboards direct mail, telemarketing ‘and other
yellow pages directory pubhshers There are a number of mdependent dtrectory publishers, such as. Yellow Book
(the U.S. business of Yell Group) "with' which we compete in every one of our major markets. To a lesser extent,
we compete with other directory publishers, including AT&T, R.H. Donnelley and White Publishing. We .
compete with these publishers on cost per reference, quality, features, usage leadership and distribution. We
estimate.that-there are one to four competing directories in_ each of our local markets. - «+ - .

LI * L ]

As the exclusrve nfﬂc1a1 publisher of Verizon print dtrectones of wireline. llStmgS in our incumbent markets,
we, believe we have an advantage over our independent competitors due to the strong awareness of the Verizon
brand, hlgher usage of our directories by consumers and our long-term relationships with our customers. Under
the non-competttton agreement that we entered into with Verizon, which has an initial term of 30 years expiring
in Novesiber 2036, Verizon agreéd not to publish tangible or digital (excluding Internet) media directory
products consisting principally of-wireline listings and classified advertisements of subscribers in our incumbent
markets as long as we meet our lt)b]tgatmns under the publ:shmg agreement in those markets and, subject to
certain temtmatton nghts in certain mdependent markets for five years after the spin-off. Subject to various
exceptions, Verizon aiso agreed not to publtsh for one year following the spm -off, an Internet ye]low pages
service substanttally “similar to Superpages com

’ .

Competition with Other Directory Publishers

We have competed with other directory publishers for well over a decade and in some markets have, at
times, had as.many as seven different print yeliow pages competitors. In the past, much of this competition was
from small publishers that had minimal impact on our pérformance. However, over the past six years, Yellow
Book and several other regional competitors have become far more aggressive and have grown their businesses
through both.acquisition.and expansion.... ——

We have competition in over 95% of our markets, including our incumbent markets where we are the
exclusive official Verizon publisher and the mdependent markets we have penetrated. Our largest competttor is
Yellow Book, which i is a market participant in most of our incumbent markets nauonw:de

1 . Ao R

We believe that we afe defendmg our leading market position in our incumbent markets both interms of
usage and adverttsmg revenue, On the usage side, we believé that we have remained a preferred source of
information for consumers by mnovatmg our product lme with the addition of smaller-sized companion
directorigs and direétories in Spanish, with markéting initiatives aimed at increasing usage and with various
distribution strategies. On the advertising revenue side, we believe that we have countered our COmpeutors
prlcmg strategies with differentiated product offerings that suit our customers’ advertising needs and with value-
enhancing:programs that provnde customers with a competmve cost per reférence compared wtth other pnnt
directory pubhshers ‘ . e

I
> '

Although advertising on the Internet sttll represents only a small pan of the total advertising market -as the
Internet grows, it may become increasingly important as an advertising medium. We compete directly through -
I
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our Internet yellow pages directory; Superpages.com, with the Internet yellow'pages directories of some of the
major directory publishers and the independent publishers. [n addition, we compete with other Internet sites ‘
providing classified directory information, including Switchboard.com and Citysearch.com, and with search

ol

engines and portals, some of which have entered into agreements with other major directory publishers.
However, we have entered into agreements with several search engines, portals and individual websites pursuarit
to which we place local advertising content on their respective web sites, giving us access toa higher volume of
traffic. e, . R T oo, PRI & Yov [

1 . PRI ‘ . ' . . . .
L [N . : .o " v e, b voh ..

Patents, Trademarks and Licenses

. We own several patents, patent applications, service marks,trademarks-and Internet domain names in the
United States and other countries, including Idearc™, Idearc Media™, the Idearc logo, the Idearc Media logo,
Superpages.com®, Superpages®, Superpages Mobile?™, Solutions at Hand™,and Solutions Direct™. In addition,
in connection with the spin-off, we entered into a branding agreement with Verizon that gives us limited rights to,
use the Verizon name and logo in conjunction with the publication of our print directories in specified markets
and an intellectual property agreement that governs our. and Verizon’s rights with respect to other intellectual
property currently shared by us and Verizon. . vl . U PRI i} PO

R -

Employees
At December 31, 2006, we had approximately 7,400 employees. We believe that our employee relations are

1
1 T

good. ‘At December 31, 2006, approximately 2,300 of our employees were represented by unions and \s'ubjec't‘t(),

collective bargaining agreements. o o O
- * v + . v

. - L .
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Executive Officers of the Registrant . .- T Yyl

The table below sets forth information about cur executives.

. Age . Position B

Name .
e, . - PO S 3 f . — . '
'Katherine J.Harless .- 56 . President, Chief-Executive Officer and Director ..

Andrew Coticchio 50  Executive Vice President, Chief Financial Officer and Treasurer

Eric D. Chandler 4] Rr‘gsident.;lln.t‘(;lmevt , Ve e e RN
Frank P. Gatto ° . 52 " - President-Northieast:. * ' ' O oo
W, Scott Hanle 58  President-West and Indepelndenl o

- Sandra L. Henjum-,r | 46 .- President-Southeast and Central .. . R

Scotp a9 Ve L
William G. Mundy 57  Executive Vice President, General Counsel and Secretary

Samuel D. Jones ‘: 44 ’_Sehiéf‘Vice President-lq\:'eslor Relations R o T o,
lMicha'elr[)V.LP;awl.(_)w‘sl.('i 46 ‘GL Semorf‘{/lrce li!;ers‘iqdqnt.andjéhicf Marketmg ?)fﬁcer, ":J . “‘1' '
Georgia R. Scaife 57  Senior Vice President-Human Resources e Coew
Stephcn.‘S.n}ith . 41 Senior‘,_’V ice Bresiden} and Chief lg}fq‘rr‘natipq JOfﬁc:_ar .y e
Janet P, Stevens ¢ 54  SeniorVice Presidént-Public Relations : B S O :’:

. ' t v fan T . ']I"!"' e .
Katherine J. Harless has been our President and Chief Exécutive Officer since 2000 and-a director since’
November 2006. Prior to joining our company, she served in a variety of finance, sales and operations positions*
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with Verizon and its predecessor company, GTE, over a 27-year-period, including serving as President of GTE,
Airfone from 1996 to 2000 and President of GTE's Texas/New, Mexico telecommunications unit from 1993 to
1996. She serves on the-board of directors of the Yellow Pages Association and The Toro Company, and on the -
advisory board of the University of Texas McCombs :Schopl of Business. Ms, Harless is a member of the
Committee of 200 and Leadership America. -

Andrew Coticchio has been our Chief Financial Officer since March 2003, Treasurer since QOctober 2006
and Executive Vice President since November 2006. He served as President and Chief Execmive Officer of

Verizon Capital Group from July 2000 to March 2003?.

¥

Eric D. Chandler has been our President—Iriternet since September 2005. Prior to holding that position, he
served as Vice President—E-Commerce Marketing from November 2003 to September 2005 and as Director—
Innovation and Developmem from July 1999 to Novep\ber 2003. Mr Chandler serves on the board of dmreclors

of the Imeracuve Advertlsmg Bureau o : o : : R

e . . A B N . t

Frank P. Gatto has been President of our Northeast region since Juné 2005 Mr. Gatlo served as our Senior
Vice President—Operations from September 2001 to Jllme 2005. Prior to joining our company, he served as Vice '
President—Finance and Chief Financial Officer of the Pueno Rico Telephone Company from September 1999 to
September 2001.

W Scon Hanle has been President’ of our West an'ld Independent reglons since 2003. Mr. Hanle served as our
Group President-Iiternational from 2000 to 2003. Prior to holding 'that position, he served as Vice Pres1dcm—
Finance of GTE Information Services from 1992 to 2000.

E

Sandra L. Henjum has been President of our Southea%t and Central regions'since September. 2003. Prior to
holding that position, Ms. Henjum served as Group Vlce President—-Human Resources from July 2000 to
September 2003. ty . ¢ I

i

Scott B. Laver has been President of dur Mid- Atlantlc region since September 2005. Prior to holding that
position, he served as President-Internet from 2004 to 2005 and as- Pres:dem—Superpages Canada and the
Northwest from June 2001 1o December, 2003. L . -

William G. Mundy has been our General Counsel sméé 2000 and Executive Vice President and Secretary
since November 2006. He served as Vice Premdent and General Counse) of GTE Network Services from .
September 1997 to 2000.

T

Ll i
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A
Samuel D. Jones has been our Senior Vice President-Investor Relations since November 2006. He served as
our Executive Director-Financial Planning and Analysns from, June 2002 to October 2006. Prior to holdmg that
position, Mr. Jones served as Executwe Dlrector—lmemanonal Safes and Operatmns from June 2000 to May 2002,
- BELEFEE N & },-« o, .

e

Michael D. Pawlowski has been our Senior Vice President and Chief Marketing Officer since November
2006: He served as Vice President-Marketing and Strategic Plannmg from March 2005 to November 2006.
Mr. Pawlowski served as Vice Presndem—Marketmg and: Customer Relations of Verizon International Operations
from 2000 to March 2005. S RN ir o : . .

Georgia R. Scaife has been our Senior Vice Presidefit-Himan ReSources since November 2006. She served
as our Vice President-Human Resources from October: 2003 to October,2006. Prior to joining our company,
Ms. Scaife served as Vice President-Staffing Services for Verizon Communications from June 2001 to October
2003. Prior to that assignment, she served as Vice Presrdent—-Human Resources for the Puerto Rico Telephone
Company. - X IEENTE oo S
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Stephen Smith has been our Senior Vice President and Chief Information Officer since January 2007. Prior
to joining our company, he served as Group Vice President and Chief Information Officer for Travelport, Inc.
from December 2004 to December 2006, Mr. Smith served as a senior consultant for International Busmeqs _
Machines Corporation from December 2002 w0 December 2004 and as V1ce President and Chem Executlve for”

Electroni¢ Data Systems, Inc. from 2000 to 2002. o _ : ‘

Janet P. Stevens has been our Senior Vice President-Public Relations'since November 2006. She served as
Vice President—Public Affairs from July 2000 to November 2006. Previously, Ms. Stevens served as Vice
President—Strategic Communications for GTE Corporation from 1998 to July 2000.

[
v

. 4 - +

Item 1A. Risk Factors.

You should carefully consider the risks described below in evaluating our company. The occurrence of cne
or more of these events could significantly and adversely affect our business, prospects, financial condition,

results of operations and cash flows.

_h . _u-'. .

Risks Related to Our Business ‘
Our substantial indebtedness could have a negative impact on our financing options and liquidity position.

In connection with our spin-off from Verizon, we issued $9,115 million of debt, which, at current interest
rates, will result in annual interest expense of approximately $700 million. Under the terms of our revolving
credit facility, we have approximately $250 million available for addmon.ﬂ borrowmg Our overall leverage and

K . 1N

the terms of our financing arrangements could:
¢ limit our ability to oblam addmonal ﬁndncmg in the future for workmg capital, capital expend:tures
and acqu1smom e e e .

C. llmn our abllny to reﬁnance our mdebtedness on terms acceptable to us'or at all

. B
ot .‘.‘. b

. llmlt our ablhty to adapt to changmg market condmons . S \ o

« -Testrict us from making strategic acquisitions or cauise us to make non-strategic divestitures;
! W

+ limit the availability of our cash flow to fund future "capilal expenditures, working capital and other

corporate purposes o
. . » . . . LI - +

[ n | >

el

+ limit our flexibility in planmng for or reaclmg (o, changes m our busmess and the telecommumcatlons :

1nduslry,
‘ [ “a . .

. plaee us at a competmve dlsadvantage COMIpPart ed with compemors that have less debt; .. . -4 .

e make it more dlfﬁcull for us 10 pay caeh d|v1dends and -

.. -make s more valnerable to economic downturns and limit our ablhty to wnhstand compemwe -

pressures. . . E . - v
Lhoete e . v - ) - . . : e

Changes in interest rates may affect our cash flow and ‘results'of operatmns.

As of December 31, 2006, approximately 69% of our outstanding debt bears interest at vanable rates. If
market interest rates increase, our variable-rate debt will create higher debt service requirements, which could
adversely affect our cash flow and results of operations. The debt covenants under our credit agreements requ1re
us to employ risk managément strategies to minimize our exposure to this risk. While we may enter into .

agreements limiting our exposure to higher interest rates, lhese agreements may not offer complete protecnon

from interest rate-risk. .

l. i

.ot e
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Restrictions in our financing arrangements could limit our operating and-strategic flexibility.

Our ﬁnancmg arrangements contam resmctlons covenants and events of dcfault that among other thmgs
reqmre us'to sansfy financial tests and mamtam financial ranos mc]udmg a mmlmum interest coverage ratio and
a maximum leverage ratio. These’ restrictions, covenants and events of default hmn our ablllty to, or do not
permit us to, among other things: |

|
' .-incur additional debt and issue preferred stock

. reﬁnance our ex15t1ng 1ndebtedness,

i
1 - .
PN by L T L
]
i

¢ create liens:
* redeem and/or prepay certain debt; | t . T
,* - pay dividends on our stock, make other dlstnbutlons or repurchase stock;

- 'make investments; I S L R

IR

;
l
= engage in specified asset sales; ' |
- ’ . - . ]

« enter into transactions with affiliates; |
|

1

* enter new lmes of busmess ,

v
R . .' Cg ., s . o RE S i

. engage In conso]ldanon mergers and acqulsmons and

* make capltal expendltures ' ' .
e . ] . o

Various risks, uncertainties and events beyond ourlcontrol could affect our ablhty to comply w1th these 0
restrictions, covenants and events of default, including satisfaction of the required financial tests and
maintenance of the required financial ratios. Failure to complywith any of the covenants would result ina '
default under those arrangements and under other arrangements containing cross-default provisions. A default
would permit lenders to accelerate the maturity for the debt under these agreements, foreclose upon our assets
securing the debt and terminate any commitments to len!d Under these circumstances, we might have insufficient
funds or other resources to satisfy our obligations, including our debt obligations. In addition, the limitations
imposed by any financing arrangements on our ability,to incur additional debt and to take other actions might
mgmﬁcantly lmpalr our ablllty to obtain other ﬁnancmg

[EEYLR

{ » ' . ‘ . [
We face widespread competition from other print dn;ectory publlshers that may reduce our market share
or materially adversely affect our financial performance. = S S

The U.S. directory advertising industry is highly compentive There are a number of directory publishers.
Major publishers include AT&T, R.H. Donnelley and Yellow Book (the U.S. business of Yell Group). Smaller
independent publishers include Valley Yellow Pages, Ambassador Yellow Pages and White Dlrectory
Publishing, a division of Hearst Holdings, Inc. We compele with Yellow Book in the majority of our major
markets and, to'a lesser degree, with one or more of-the other publishers in some markets. We publish directories
in approximately 320 incumbent markets and more than 40 independent markets. Qur two largest competitors are
Yellow Book and AT&T. We estimate that, on average, there are three competing directories in each of our local
markets. In addition, any of these dlrectory publlshers couid elect to publish directories in the future in any of our
markets in which they do not currem]y publlsh dlrectones

Competition from other yellow pages publishers affects our ability to attract and retain advertisers and to .
increase advertising rates. We expect competition to affect future revenue growth, We also compete for. .
advertising sales with other traditional media, including the Internet, newspapers, magazines, radio, outdoor,
direct maii, telemarketing, billboards and television. leen the mature state of the directory advertising industry.
and our position in most of our markets, independent compemors are typically focused on aggressive pricing to-
gain market share. We may not be able to compete effectively with these companies for advertising sales or
acquisitions in the future.

!
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If we fail to anticipate or respond.adequately to'changes in technology and user preferences, our
competitive position could be materlally adversely affected. .

v

. Advances in lechnology have brought and will llkely continue to bnng new pamcrpants new products and
new channels to the industry, including increasing use of Internet delivery and lptemel search engmeslservrces
For instance, national search companies, including Google and Yahoo| are focusing on local commercial search
initiatives. The yellow pages directory advertising business is subject to changes arising from developments in
technology, including information distribution methiods and users’ preferences. The Internet has emerged as an’”
attractive medium for advertisers and its’uée, including 4s'a means to transact commerce through wireless
devices, has resulted in new technologies and services that compete with our traditional products and services, As
a result of these factors, our-growth and future financial performance, may depend on our ability to develop and -,
market new products and services and create new distribution channels, while enhancing existing products,
services and distribution channels, to incorporate the latest. technologrcal advances and accommodate changing
user preferences, including the use of the Internet. We may not be able.to adapt our business successfully to these

Tl .

changes in.technology. - N ) A ' .
We and other dlrectory publlshers are mcreasmgly adverusmg, marketmg and sellmg online products to

supplement our tradruonal pnnt products Through our Internet yellow pages directory service, Superpages com,
we compeéte with the’ Tniternet yellow pages directories Of major and mdependent directory publishers, 1ncludmg
Yellowpages.com,.as well as other. Interniet sites. that provide classified-directory information, including’ '
Switchboard.com and Citysearch.com,'and with search engines and portals, some of which have entered into
affiliate agreements with us or with other.major directory.publishers. We may not be able to compete effectwely

with these other companies, some of which have greater resources than we do, for advertising in the future: Our ~

Internet strategy may be.adversely affected if major search engines build local sales forces or otherw1se begm to
more effectively reach small local businesses. - -+ *. I Co / : o

*

.

Declmmg usage of print yellow pages drrectones may adversely al‘fect our business. , P P

Overall references to print yellow pages directories in the United States have declined from 15. l brlhon in-
2002 to 14.5 billion in 2005, which'is the most recently available data. We believe the decline is primarily . 3
attributable to increased usage of Internet yellow pages directory products, particularly in business-to-business
and retail categories, as well as the prohferauon of very large retail stores for which consumers and businesses
may not reference the yellow pages. We believe that'over the next several years, references to print yellow pages
directories may continue to decline 4s consumers may 1ncreasmgly turn to dlgntal and interactive media delrvery

devices for local cominercial search information. cove '

t -

Usage of our pnnt directories may continue to decline at the existing rate or more severely Any deelme in

usage of our’ prmt drrectones could: *° ) .

-ar‘."" PR ) . st . F

. 1mpa1r our ability 0 mamtam or increase advemsmg pnces .

L
T
‘o huse businesses to reduce or d1scont1nue purchases of advemsmg space m our yellow pages

el L

. directories; and o

,

. drscourage other businesses from purchasmg advenrsmg space in our yellow pages dlrectones

Any of the factors that may‘contnbute to a decline in usage of our print directories, or a combmatron of
them, ¢ould i lmpair our revenues and have a aterial adverse efféct on our business. .
Our credlt ratmgs are below mvestment grade, whlch could completely or adversely restrlct our access to
capital. A R P _

+As.a result of the spin-off, we no longer benefitifrom Verlzon 5 mveslment grade status and our credit
ratings are substantially lower than the current ratings of Verizon. Differences in credit ratings affect the interest
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rates at which we may sell debt securities or horrow funds, as well as the amounis of indebtedness and types of
financing structures that may be available to us. We may not be able to raise the capital we require on acceptable .
terms, or at all. If we are not able to obtain sufficient financing, we may be vnable to maintain or grow our
business, including through acquisitions. Further issuances of equity sccunnes are subject to limitations 1mposed
on’us in our tax sharmg agreement with Venzon

1 . -
' : , . . . . . . . . . . .
Idearc Inc.isa holding company and relies on dividends, interest and other payments, advances and
transfers of funds from its subsidiaries to meet debt service and other obligations,

Idearc Inc. is a holding company and conducts all of its operations through its subsidiaries. As a result,
Idearc Inc. relies on dividends, loans and other payments or distributions from its subsidiaries to meet debt
service obligations and enable it to pay interest and dividends. The ability of its subsidiaries to pay dividends or
make other payments or distributions to it depends substantially on their respective operating results and is
subject to restrictions under, among other things, the laws of their jurisdiction of organization (which may limit
the amount of funds available for the payment of dividends), agreements of those subsidiaries, the terms of our
financing arrangements and the terms of any future financing arrangements of our subsidiaries.

. . '
-

Our depepdehcc on third-party providers of printir:g_ and distribution services could materially affect us.

We depend on third parties to print and distribute our directories, We must rely. on the systems of our third-
party service providers, their ability to perform key operations on our behalf in a timely manner and in.
accordance with agreed levels of service and their ability to attract and retain sufficient qualified personnel to
perform.our work. A failure in the systems of one of.our third-party service providers, or-their inability to
perform in accordance with the terms of our contracts or to retain sufficient qualified personnel, could have a _.
material adverse effect on our business, results of operations and financial condition. . ¢

In February 2006, we entered into a multi-year printing agreement pursuant to which a third-party prints all |
of our directories. Because of the large print volume and specialized binding of diréctories, there are a limited
number of companies capable of servicing our printing needs. Accordingly, the inability or unwillingness of our
third-party vendor to perform its obhgauons under the printing agreement could have a material adverse effect on
our business. '

- [ K . [ 4 : o ' ! . . ' . » .

.. We are also a party to multi-year, contracts with third parties for the distribution of our directories. There are
a limited number of companies that could service our distribution needs. Accordingly, the inability or
unwnllmgness of our distributors to provide distribution semces to us on acceptable terms or at all could have a

material adverse effect on our business.

We may not be able to maintain our current relationships with the third pames who prowde our prmnng and
distribution services to us under long-term contracts or any other third-party service providers. If we were to lose
the services of any of our key third-party service provnders we would be required either to hire sufficient staff to
perform the provider’s services in-house or to find an alt.ernam'c service provider. In some cases, including the
printing of our directories, it would be impracticable for us to perform the function mtemally In the event we
were required to perform any of the services that we currently outsourcc, it is unlikely that we would be able to
perform them on a'cost-effective basis. ‘ .

- Increased competition in local te!ep]ione markets couiid reduce the benefits of using the Verizon brand
name. oo ' '

Federal Communications Commission rules regardlr‘lg local number portability, advances in
communications technology (mcludmg wireless devices and voice Gver Internet protocol) dnd demographic )
factors (including potential shifts in younger generations from wireline telephene communications towards '
wireless or other communications technologies) may erode the market position of telephone service providers,
including Verizon. If Verizon loses market share in any particular local service area, the value of our license to
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use the Verizon brand name in particular local telephone markets may be less than we presently anticipate, and
we may not realize fully the existing benefits of our commercial arrangements with Verizon.

I

1 .t

Fluctuations in the price or availability of paper could materially affect our costs and, as a result, our -

profitability. A . o , : .
"The principal raw material we use is paper. ‘All of the paper we use is supplied by several different
companies. Pursuant to our agreements with these companies, they are obligated to provide up to 100% of the
annual forecasted paper requirements in their contracts. The price of paper under the agreements is set each’year
based on total tonnage by supplier, paper basis weights, production‘capacity, and market price and demand. The
terms of these contracts are staggered so that as individual contracts expire, we maintain the ability to obtain all

paper requirements in any given year. e e L L e

) . + ' L I
We do not engage in hedging activities to limit our exposure to increases in paper prices. In the future, the
price of paper may fluctuate significantly due to changes in supply and demand. If we cannot secure‘access to
paper in the necessary amounts or at reasonable prices, br if paper costs increase, it could havé a material adverse

effect on our business, résults of operations or financial condition. :

e ool , . A

Additional regulation regarding information technology could lead to increased costs.

As the Internet yellow pages directories industry devélops, specific laws relating to the'prdvision of Internet
services and-the use of Internet and Internet-related applications may become relevant. Regulation of the Internet
and Internet-related sérvices is itself still developing both formally by, for instance, statutory regulation, and also
less formally by, for instance, industry self regulation. If our regulatory environment becomes-more restrictive;.,
includirig by increased Internet regulation, our profitability could decrease.. ' Cor o "L
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Our advertising sales to national accounts is dependent upon third parties that we do not coiitr"ol_. ‘. B

Approximately 15% of our directory advertising revenues for the period from 2004 to 2006 were derived
from the sale of advertising to national or large regional chains, including rental car companies, insurance .
companies and pizza delivery businesses, each of which generally purchases advertising in nuinerous directoriés.
In order to seil advertising to these accounts, we contract with certified marketing representatives, or CMRs, who
are independent third parties that act as agents for national companies and design their advertisements, arrange |

for the placement of those advertisements in directories and provide billing services. We accept orders from | .
approximately 160 CMRs. As a result, our relationships-with these naticnal advertisers depend significantly,on,
the performance of these third-party CMRs. Some yellow pages companies act as.their own CMRs. One of our, .
competitors, AT&T, operates as a CMR under the name Berry Network, which is the third largest CMR based on
gross billings. If some or all of the CMRs with whom we have existing retationships were unable or unwilling to
transact business with us on acceptable terms or at all, this inability or unwillingness could materially adversely

affect our business. In addition, any decline in the performance of the CMRs with whom we contract could harm-

our ability to generate revenues from our national accounts and could materially adversely affect our business.

. . . ‘ A i N S § . ]
We have agreements with several major search engines and portals, the discontinuance of which may

adversely affect our business.’

We have expanded our Internet product line by establishing relationships with several o,therliﬁtefhgt"ye-llow :

pages directory providers, portals, search engines and individual ‘web sites, which make our content easier for
search engines to access and provide a response to general searches on the Internet. Under those agreements, we
place (ﬁn: advertiéing pustor'njers’ advertisements on r;mjor search engines, which gives‘us access o a higﬁe!r
volume of iraffic than we coiild generate on our own without relinquishing the customer relationship. The search

engines benefit from our local sales force and full-service capabilities for attracting and serving advertisers that

might not otherwise transact business with search engines. The termination of any of these agreeménts could
adversely affect our business.
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Our reliance on small- and medium-sized businesses exposes us to-increased credit risks. PR

As of December 31, 2006 approx1mately 78% of our print dlrectory advemsmg févenues were derived from
sellmg advertising to local businesses, which are generally small and medium-sized businesses. In the ordinary
course of-our directory operations, we extend credit to these customers for advertising purchases. Fuli collection”
of delinquent accounts can take many months or may'never occur. For 2006, bad debt expense for all of our ™"
accounts amounted 1o approximately $140 million, or 4.3% of our total operating revenue. Small and medium-
sized busmesses tend to have fewer ﬁnancral resources and higher rates of farlure than large busmesses and may
be more vulnerable to competluon from large retail busmesses These factors may increase our credlt risk .
exposures to’ our, small- and medlum-snzed customers '

'
. 1 . . e |
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Loss of key personnel or our inability to attract and retain highly qualified individuals in the'directories
publlshmg business could materlally adversely affect our busmess.

., n 1. . oy . ot Lot T
We, depend on the contmued servrces of key personnel including ; our expenenced senior management team,
as weil as.our regional sales management personnel Qur.ability to achieve our operating goals dependstoa, . .
srgmﬁcant extent on our ability to identify, hire, train and retain quallﬁed individuals in the directories

publishing business. The loss of key personnel could have a material adverse effect on our business.

- i ..
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Turnover among sales representatwes could matenally adversely affect our busmess..

Y A lossof a s;gmﬁcant number of experienced. sales representatlves would ltkely result in fewer sales of
advertising in our.directories and could materially adversely affect our business. We expend significant resourtes
and management time on identifying and training our sales representatives. Our ability to.attract and retain -+, .!
qualified sales personnel depends on numerous factors outsrde of our control; including conditions in the local -
employment markets in which we operate. A substantial decrease in the number of sales representatives could
materially adversely affect our results of operations, ; ﬁnancral condition and llqmdlty, as well as our ability to |

service our debt. |
BT T ; Ce I .. " .o .. Tt
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We gould be affected by certain cha;rlges_ _in‘ labor matters. .-

% A§'6f Décember-31; 2006, approximately 30%of our employees were covered by union contracts that will
expire between June 2007 and October 2009. In‘ addmon "the employees of some'of our key suppliers are ~
represented by unjons. Work stoppagés or slowdowns mvo]vmg Ol union- represented employees, or those of - *
our’suppliers, could significantly disrupt our operations and i increase operating’ costs whrch would havea -
malenal adverse effect olrour busmess e ‘ - Co

- . .
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* ~In addition, a ‘greater percentage of our work foréé could become represented by unions. If one union
decrdes to strike, and'other unions are able to honor its plckel line, it could have a materlal adverse effect on our

roeor . i

busmess i e . et o .o o e
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A prolonged economic downturn could adversely materlally affect our busmess.

‘i NITEN

We derive substanually all of our net revenues from the sale of advertising. A prolonged natlonal or regional
economic recession or certain events that could produce maJor changes in shoppmg pattems mc]udmg a terronst
attack could have a matenal adverse effect’ on our busmess

" In addition, any residual economic effects of and uncertamtles regardmg the general pOSSlblllly express
threat o future occurrence of terrorist attacks or other related drsrupnve events or the United States’ contmumg
or expanded mvolvement in war, especnally with respect to the major markets i which we operate that depend
heavrly on travel tounsm or the m|l1tary, could materlally adversely affect our busmess
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" The loss of important intellectual property riglits could adversely affect our.prospects and results of - ..

operations. L , . ,
.- . i ) - N ' ’ H . ' ' : ' . ) 1 . AJ l e . P -

Some trademarks, including the Verizon brand name and other intellectual property. rights, are key toour .
business. We rely upon a combination of copyright and trademark laws as well as contractual arrangements 10 -
establish and protect our intellectual property rights. We may be required from time to time t6 bring lawsuits
against third parties to protect our intetlectval property rights. Similarly, from time to time, we may be party to
proceedings by third parties challenging our rights. Lawsuits or other actions brought by us may notbe  *°
successful, or we may be found to infringe the intellectual property rights of third parties. As the Internet grows,
it may prove moré onerous to protect our trade names, including Superpages.com, from domain name . - i
infringement or to prevent others from using Internet domain names that associate their businesses with ours, In
the past, we have received claims of material infringement of trademark rights significant to our b‘usiness_.
Related lawsuits, regardless of their outcome, could result in substantial costs and diversion of resources and
could have a material adverse.effect on our business, financial condition or results of operations. Furthermore,'. *
the loss of important intellectual property rights, including trademarks, could have a material adverse effect upon
and results of operations.” * ‘ o e :

our business, financial condition
9 AR ’

2
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Environmental compliance costs and liabilities could adversely affect our.operating results, including our
cash available for operations. . ,

. . P - Lo i l P n
Qur operations, as well as the properties that we own and lease for our business, are subject to stringent laws
and regulations relating to environmental protection. Our failure to comply with applicable environmental laws,
regulations or permit requirements, or the imposition of Hability related to waste disposal or other matters arising
under these laws, could result in civil or criminal fines, penalties or enforcement actions; third-party claims for
property damage and personal injury or requirements to clean up property or other remedial actions. Some of
these laws provide for “strict liability,” which can render a party liable for environmental or natural resource
damage without regard to'negligénce or fault on the part of the party. "~ ~ * " " o o
V. oF v 1 Ao s L
In addition, new.énvironmental laws and regulations; new interpretations of existing laws and regulations,
increased governmental enforcement or other developments could require us to make additional unforeseen
expenditures. Many of these laws and regulations.are becoming increasingly stringent, and the cost-of
compliance with these requirements can be expected to increase over time. To the extent that the costs associated
with meeting any of these requirements are substantial and not adequately provided for, there could be 2 material
adversc effect on our business; financial Condition and results of operations. oo T JE T
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Our exposure to legal proceedings could have a material adveérse effect'on our operating results or
PR T T [ ‘. a0 v e . [ | L
financial condition. ' '
[ A |
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Various.Jawsuits and other claims typical for a businessof our size.are pending against us. In addition, from
time to time, we receive communications from government or regulatory agencies concerning investigations or " *
allegations of noncompliarice with laws or fegulations in-jurisdictions in which we-operate. We do not expect that
the ultimate resolution of pending regulatory and legal matters in future.periods will have a material effect on our
financial-condition. Any potential judgments, fines or penalties relating to these matters, however, may havea .
material effect on our results of operations in the period in.which they are recognized. eom o

We are also exposed to defamation;. breach of, privacy claims and other litigation matters relating to our
directories business, as well as methods of collection, processing.and use of personal data. The subjects of our -
data and users of data collected and processed by.us could also have claims against us if our data were found to

be inaccurate, or if personal data stored by us were improperly accessed and disseminated by unauthorized ('«

persons. We may be party to litigation involving defamation, privacy claims and other matters that could have a -
material adverse effect on our business, financial condition or results of operations or.otherwise-distract our -, -

management.
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Our reliance on technology could have a material adverse effect on our business. - T e

Most of our business activities rely to a signiﬁcaht degree on the efficient and uninterrupted operation of our
computer and communications.systems and those of thlrd parties. Any failute of current or, in the future, new
systems could impair our collection, processing or storage of data and the day-to-day management of our
business. This could-have a material adverse effect on: our business, financial condition and resulits of operations.

Qur computer and communications:systems.are v:u]nerable to damage or interruption from a variety of
sources: A natural disaster or other unanticipated problems that lead to the corruption or loss of data-at our
facilities could have a material adverse effect on our business, financial condition and results of operations.

[N .- . .-
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Rtsks Related to OQur Spm Off .

Our historical financial mformatlon may. not be indicative of our future results . "

Qur historical financial 1nformatlon may not reﬂect what our re';ults of operattons ‘financial condmon and
cash flows would have been had we béen an mdependent company durmg all of the periods présented or be
indicative of what our results of operations, financial condition and cash ﬂows may be in the future. Thts is
primarily a result of the following three factors: . : i : R N

+ Opwr historical financial information reflects ztl]ocations for services historically provided by Verizon.
* + We expect these allocations to be different from the costs we will.incur for these services. in the future
' as a smaller independent company, including with respect:torservices that Verizon provides to us uwnder
our transition services agreement with Verizon and other commercial-service agreements. In some -
- instances, our costs for these services may be higher than the Venzon eXpenses allocated 10 us
. historically. - . o T C. .

' - o e Tt (] oo .
«  Our historical financial information does not reflect the $9,115 million in debt and related interest
expense that we incurred in our separation from Verizon. ’

-+ .Our historical financial information does not reflect the additional costs.associated with being an
*. independent company, including changes.in our cost structure, personnel needs, ﬁnancmg and. o
operations of our busmess and from reduced économies-of scale. . . R |

]
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We have a limited history operatmg as an mdependelnt company and we ‘may incur mcreased costs as a
result of the spin-off that may cause our profi itability to decline.

Hlstonca]ly, our business was prmc1pally operated;as a business unit of Verizon. As such, Verizon
performed many corporate functions for our operations, including managing financial and human resources ’
systems, internal auditing, investor relations, treasury servnces, select accounting functions, finance and tax
administration, benefits administration, legal, regulatory, and corporate branding.functions. Prior to our
separation-from Verizon, we paid Verizon for the pcrfoﬁnance of these'services. On an interim basis after the
spin-off, Verizon will continue to support us with respect to some of these functions. We are in the process of
replicating certain facilities, systems, infrastructure and personnel to which we no longer have access since our
spin-off from Verizon. We are incurring capital and other costs associated with developing and implementing our
own support functions in these areas, These costs may e);cceed our current payments to Verizon. = '

In addition, there may be an adverse operational impact on-our business as aresult of the significant time
our management and other employees and internal resou:rces must dedicate to building these capabilities.during
the first few years'following the spin-off that otherwise would be available for other business initiatives and
opportunities. When we begin to operate these functions independently, if we have not developed adequate
systems ard business functions; or-obtained them from other prov1dere we may not be abie to operate our
company effectively and our profitability may decline. - s _ S . .
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In addition, we have historically benefited from Verizon's size’and purchasing power in procuring goods
and services. As an independent company, we may-be unable to obtain goods and services at prices and on terms
as favorable as those obtained before the spin-off, which could-decréase our overall profitability. ..

V- . . . . . [ v

Limitations on our use of the Verizon brand could adversely affect our business and: proﬁtabtllty s

Prior to the spin-off, we marketed our produclc. and services using the Verizon brand name and logo We ,
believe the association with Verizon provrded us with preferred status among our customers and employees due
to Verizon’s globally recognized brands and perceived high-quality products and services. In connection with the
spin-off, we entered into a 30-year branding agreement with Verizon that grants us a limited right to, among
other things, use certain Verizon service- and trade-marks in connection with publishing certain print directories
and identify ourselves as Verizon’s official print directory publisher. Our right to use the Verizon brand is subject
to our complranee with the terms and conditions of the branding agreement and the publishing agreement. While
we commue to use the Venzon brand on our prlnt dlrectones in our incumbent mdrkets and our current A
mdependenl markels we are not perrnmed o use Venzon as part of our name and may not adver‘me ourselves as
a Verizon company . . . , L . -

We may be required to indemnify Verizon if the spm -off Fails to qualify for tax-free treatment as a result
of our actions after the spin-off : a

+or .- v

In connection with the spin-off, Verizon received a private letter ruling from the IRS to the effect that the
spin-off qualifies as 1ax-free to Verizon, Idearc and Verizon stockholders for U.S. federal income tax purposes
under Section 355 and related provisions of the Code. Events subsequent to the spin-off could cause the spin-off
to fail to continue to qualify for tax-free treatment. Under the terms of our tax sharing agreement with Verizon,
we agreed 10 lndernmfy Verizon and its afﬁhates against all tax-related liabilities caused by the failure of the

pm -off to qualify for tax-free treatment for U.S. federal income tax purposes to the extent the liabilities arise as,
a result of any action taken by us or any of our affiliates followmg the spin-off or otherwme result from any
breach by us or any of our affiliates of any of the represematlons covenants or obligations under the tax shanng
agreement or any other agreement we entered into in connection with the -;pm off ‘ S .

The terms of our tax sharing agreement with Verizon may reduce our strategic and operating ﬂexibil‘ity.

The covenants in, and our indemnity obligations under, the tax sharing agreement with Verizon may limit
our abrhty 10 purﬁue strategic transactions or engage in new business or. olher transactlons that may maximize the
value of our business. The covenants in, and our indemnity obligations under, the tax sharing agreement also
limit our-ability to modify the terms of, prepay, or otherwise acquire any of the tranche B term loans or the senior
unsecured notes. Further, these covenants and indemnity obligations might dlscourage delay or prevent a changc
of control that our stockholders may consider favorable - ‘ .

The loss of any of dur key agreements with Verizon could have a material adverse effect on our business.

[n connection with the spin-off, we entered into several agreements with Verizon, including a publishing‘
agreement, a brandmg agreement and a non-competition agreement. Under the publishing agreement, Verizon
named us the exclusive off cial publisher of_Verizon print directories in markets in which Verizon curremly is the
incumbent local exchangc carrier, ‘which we refer to as our mcumbem markets. We belicve that acung as the
exclusive official pubhsher of drrectones for Venzon provrdes us \yllh a compemlve advanlage in those markels
Under the branding agreement, Verizon granted us a limited nght to, among other things, use certam Verizon ‘
service- and trade-marks in connection with publishing certain print directories and identify ourselves as its
official print dlrectory publisher. Under the non-competition agreement, Verizon generally agreed not 10 publlsh
tangible or drgnal {excluding Internet) media directory products consisting principally of w1relme listings and
classified advertisements of subscribers in our incumbent markets and, subject to certain termmatlon rights, in
certain independent markels for five years after the spm -off. Subject to various excepuons Venzon also agreed

" not to publish, for one year following the spin-off, an Internet yellow pages substantially similar to )

Superpages.com.
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-Each of these agreements with-Verizon has an initial term of 30 years from the date of the spin-off, subject
1o certain early termination rights. These agreementsmay be terminated by Verizon prior to their stated term
under specified circumstances, some of which are beyond our reasonable control or that could require ..
extraordinary efforts or the incurrence of material excess costs on our part in order to avoid breach of the
applicable agreement. Each of these agreements has a cross-default provision, so that a termination under any of
the agreements may, at Verizon’s option, lead to a parttal or complete termmatl?n of rights under any of the other
agreements It is possible that these agreements will not remain in place for their full stated term or that we may

“be unable o avmd all potential breaches of or defaults under these agreemems

. v N H . ] . Ve ‘

Qur inability to enforce the non-competltlon agreement with Vertzon may impair the value ofour * »
business. ; . -. R . L

" In connection with the"spin"off ‘we entéred into'a non-competition agreement with Verizon pursuait to”
which Verizon generally agreed, among other things, not to publish tangible or digital media directory products
consisting principally of wireline listings and classified advertisements of subscribers in our incumbent markets '
directed primarily at customers in these markets. However, under applicable law, a covenant not to compete is

only enforceable
)

-
1

. to the extent it is necessary to protect a legtttmate busmess interest of the party seekmg enforcemem

» if it does not unreasonably restrain the party against whom cnforcement is sought and |
o tflt 1s not contrary to the public interest. I o o S '
T " ce + " ] T
Enforceablltty of a non- competmon covenant is determmcd by a court based on all of the facts and
cnrcumstances of the spec1f1c case at the ttme enforcément is sought. For this reason, it is not possnble to predict
whether, or to what extent, a court would enforce Verizon’s covenants not to compete against us during the term
of the non-competition agreement. If a court were to determine that the’ non- competition agreement is
unenforceable, Verizon could compete dtrectly agamst us in the prev:ous]y restricted markets. Our inability to
enforce the non-competition agreement with Verizon could have a material adverse effect on our financial
condition or results of operattons l
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If Verizon prematurely halts its obhgatmns under qle transition services agreement or if we are unable to
repllcate the trans:tlon serv:ces mternally, our busnness would be matertally adversely affected

In connection wuh the spin- off we entered into a transition services agreement with Verizon pursuant to
which Verizon agreed to provide specified services to-us on an interim basis. Among the principal services i
provided by Verizon are information technology application and support services and data center services. In
addition, under the terms of our billing and collection agreement with Verizon, Verizon continues to bill and
collect, on our behalf, amounts owed by some of our,ac%counts, which are also Verizon local telephone customers,
for our directory services. ]

, .

Performance standards and estlmated costs are specn" ied in the transition serv1ces agreement and the billing
and collection agreement. Verizon may not tlmely or successfully perform these functions. It is also possible that’
we may have to’éxpend extraordmary efforts or material costs in excess of those estimated in these agreements.
Further any interruption if‘these services or these extralordtnary efforts}or Costs Could have a material advcrse
effect on ‘our ﬁnancml condition or results of operatlons L : ' '

L R . Lt +

In addition, approxtmately half of dur systems development acttvnty underlymg our Internet ye]low pages
du'ectory products and servv.ces has been historically performed by Verizon. We may not be able to successfuny
mtgrate away from these systems within the lntcrlm penod permitted under the tfansition services agrccment If
we were not able to achleve thts mtgratlon our Intérnet yellow pages dtrectmy business could be matertally '
adversely affected. ' '




.

Verizon’s regulatory:obligation to publish white pages directories in its incumbent markets may change.
over time, which may result in an increase in our future operating costs. o

- Pursuant to state public utilities commission requirements, Verizon must publish and distribute white pages
dlrectones of certain residences and businesses that order or receive local telephone service from.Verizon. The ..
legal and regulatory provisions also require Verizon, in specified cases, to include information relating to the -,
provision of telephone service provided by Verizon and other carriers in the service area, as well.as information
relating to local and state governmental agencies: The costs of. publishing, printing and dlstnbutmg the, . .«
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directories are included in our operating expenses. ;
Under the terms of our publishing agreement with Verizon, we are requ1red to dlscharge Verizon's
regulatory obhgatlon to publish whité pages directories in its mcumbem markets. If any ‘additional Iegal
requirements are.imposed on Verizon with respect to this obllgauon we would be obligated to’comply: with these
requirements-on behalf of Verizon, even if this were-to increase our publishing costs-Pursuant to the publishing.
agreement, until November 2014, Verizon is generally obligated to reimburse us for 50% of any net increase in'

our costs of publishing white pages directories that satisfy its publishing obligations to the extent these increased”
costs exceed $2.5 million in a given year and are the direct result of changes in legal requnrements After-i-

, .

. November 2014, Verizon generally will not be obligated to reimburse us for any increase in our costs of

pubhshmg directories that satisfy its publishing obligations. Our results of operauons relative to competmg
dlreclory pubhshcrs that do not have those - obligations could be adversely affected if wé weie not able to mcrease

NAPEal ] TR
our réveniiés to cover any of these unreimbursed compliance costs.

Risks Related lo Our Comman Stock "

+ ’ B ) Yoo . Vv
The tradmg prlce of OUr commeon stock may decline.. . Coe
The trading price for our common stock may.dectine for many. reasons, some of which are beyond.our
con[rol lncludlng, among others T
» '{ . - . . . |".
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* our quarterly or annual earnings or those of other compan:es in our industry; . -

« changes.in.earnings estimates or recommendations:by research analysts; O

1 s Lo, " oL

» .investor perceptions; -

- - - - - ) "‘f
+ new laws or regulations or new interpretations of laws or regulations applicable to our business;

.+ changes:in accounting standards, policies, guidance, interpretations or principles; and
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+ general economic and industry conditions.
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Our capital raising may adversely affect holders of our common stock through the issuance of more senior

securities or through dilution. . L I T T B oo
7

" In additioni 10 the ﬁnancmg arrangements we emered into 1n connecuon wuh the spm -off, we may need lo
incur additional debt or issue securities to fund workmg capltal needs, capltal expendltures find product
development reqmrements or to make acquisitions and other 1nvestments Due to hmltatlons with respect to
issuances of equny Securities in our tax sharing agreement with' Venzon we may seek to rame addmonal capudl
in the form of debt, which could increase our leverage and reduce our credlt ratmgs Furlher any debt securmes
or preferred stock we issue will have liquidation nghls preferences and’ pnvnleges sitlior to those of holders of
our common stock. Among other reasons, if we were to raise funds through the issuance of common stock, we

might lower the per share amount of any dividends that we issue.
T i i; I R
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Our financing arrangements contain s:gmf’ cant llmltatlons on eur ability to pay dividends on our.common
stock. . . . .o ‘ 1

Our financing arrangements contain significant restrictions on our ability to pay dividends on our common
stock based on our meeting certain performance measures and complying with other conditions. Our ability to
comply with these perfermance measures may be affected by events beyond our control, including prevailing
economic, financial and industry conditions. A breach of any of the covenants, ratios or tests contained in our
financing arrangements could result in a default under the financing arrangements. Any events of default.or
breach of our financing arrangements could prohibit us from paying any dividends to our stockholders. -

There is no assurgncé that we will _declar_e dividends or cash available to make dividend payinerits.

‘Although we have a policy of paying dividends on our common stock, funds may not be available for this
purpose-if.the future. The declaration and payment of dividends will be subject to the sole discretion of our board
of directors, will not be cumulative and will depend upon our profitability, financial condition, capital needs,. * -
future prospects and other facmrs deemed relevant by ‘our boa:d of directors, and will be restricted by the terms
of our ﬁnancmg arrangements. vl : : - .
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Anti- takeover prowsmns m ou{r certlﬂcate of incorporation and bylaws, the terms of our spin-off from
Verizon and certain provisions of Delaware law could delay or prevent a change of control that you may
favor.

Provisions in our certificate of incorporation and bylaws may discourage, delay or prevent a merger or other
change of control that stockholders may consider favorable or may impede the ability of our stockholders to
change our management. Provisions in our certificate of incorporation and bylaws, among other things:

«. limit the right of stockholders to call special 'meelings of stockholders;

+ regulate how stockholders may presem proposals or nominate directors for election at annual meeungs
of stockholders; . 2 -

*  require unanimous written consent of stockholders to take any action without a meeting; and

* authorize our board of directors to issue preferred stock in one or more series, without stockholder
ap_prqval. .o oy
Under our tax sharing agreement with Verizon, we dgreed to indemnify Verizon for the tax resulting from
any acquisition or issuance of our equity securities after.the spin-off that triggers the application of
Section 355(e) of the Code. This indemnity obligation might discourage, delay or prevent a change of control that
you may consider favorable. I
' . r P A ) .
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In addition, several of our agreements with Verizon, including some commercial service agreements, require
Verizon’ 'S consent to any assignment by us of our rights and obhgatmns under the agreements. The consent rights
in these agreemems mlght dtscourage delay or prevem a transacnon ‘that you may consider favomble

Fmally, we are subject to Secuon 203 of the De]aware ‘General Corporatlon Law which may have an anti-
takeover effect with respect to transacuons not approved in advance by our board of directors, including
dncouragmg takeover attempts that’ mlght resu]t in a prem:um over the market prlce for shares of our common’
stock.

I . . i » i '

Item 1B. Unresolved Staff Comments.

None.
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Our property mamly COH‘;IS[S of land and bu1ld1ngs Our corporale headquarterc; are located in D/FW -; .
e
Anport Texas and 3 are subleased from an afﬁhate of Verizon. Although most of our ofﬁces are leased, we own

several of our faciliti€s. We believe that our ‘existing facilities aré in’good workmg condition and are suitable for
their intended purposes.

Item 2. Propertics.- ton L S A

- It
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The fo]lc:wmg is a list of our facilities with at least 100,000 square feet. These facilities are admlmstr.mve

fac111[1es except that the Los’ Angeles Califérnia Tacility is a formér priniting p]am “and the Manmsburg, Wesl
1t -

Vlrglma and Fullerton, California, facilities are warehouse/distribution centers.

P RPN BT o,

Square Feet

B P L Y B LN ST

i.ocation ‘
m : L S IV A R Co Lt T
;LosAngeles CA ............ FEEEER -"7-.?7""; R R R REEEEES RERREEEE e 320412)
Martinsbiirg, WV ........ T PR L 1910687
Los Alamitos, CA . ... it e et e e oLl L 14932670
St. Petersburg, FL . ......... e R 100,000
Leased
DIFW AITPOrt, TX oo e e e e e e 418,824
Irving, TX (Executive Drive) ... ... .. e 152,121
Middleton, MA . ... e 128,746
112,944

FULlerton, CA i e i i e e e e

Item 3. Legal Proceedings.

We are subject to various lawsuits and other claims in the normal course of business. In addition, from time
to time, we receive communications from government or regulatory agencies concerning investigations or
allegations of noncempliance with laws or regulations in jurisdictions in which we operate.

We establish reserves for specific liabilities in connection with regulatory and legal actions that we deem to
be probable and estimable. No material amounts have been accrued in our financial statements with respect to
any matters. In other instances, including the matters described below, we are not able to make a reasonable
estimate of any liability because of the uncertainties related 1o the outcome andfor the amount or range of loss.
We do not expect that the ultimate resolution of pending regulatory and legal matters in future periods, including
the matters described below will have a material effect on our financial condition or results of operations.

We are currently subject to a class action lawsuit that was filed on June 22, 2004, in the California Superior
Court, Orange County, and a purported class action lawsuit that was filed on April 6, 2006, currently pending in
the U.S. District Court, Eastern District of New York. Both cases were filed by current and former sales
representatives located in California, New York, Pennsylvania and New Jersey. The plaintiffs in these cases -
claim that we reduced their incentive pay through offsets for cancellations, non-renewals and credits on customer
accounts and shified a general business risk of loss to our sales representatives through the assignment of
accounts which we allegedly knew would not renew their purchases, or would renew them at a lower level. The
plaintiffs seek amounts that they allege were unlawfully deducted from their wages, civil penalties, interest,
attorneys’ fees and costs. Some of the plaintiffs also seek amounts for overtime they allege they worked for
which they were not paid. These cases are at varying stages of defense and the ultimate ocutcome is not

determinable.

We are subject to an alleged patent infringement action that was filed on November 15, 2006, with the U.S.
District Court for the Eastern District of Texas, The plaintiff, an English Wales corporation, filed its complaint
alleging that it is the owner of U.S. Patent No. 5,930,474 entitled “Internet Organizer for Accessing
Geographically and Topically Based Information.” Plaintiff claims that the defendants’ Superpages.com site
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utilizes technology that infringes its patent and that the defendants, through their agents and employees have
induced the infringement or contributory infringement of the patent. Plaintiff seeks an order from the court that
finds that the defendants mfrmged the’ patent injunctive ‘relief, and monetary damages Defendants filed a .
responswe pleading to the complamt on February 9, 2007. The ultimate outcome of this case is not determmable

.
|

Item 4. Submission of Matters to a Vote of Security Holders

' -

Prior 0 our ~:pm off our sole stockholder Ven?on Commumcdtlons took lhe followmg acnons by wntten
consent in lieu of a special meeting: '

, P \ . [ .o ‘
' i H L ©og
[ ]

On October 30, 2006, approved our amended and restated certificate of incorporation; and

+  On November 16, 2006, approved the Idearc Tnc. Long-Term Incentive Plan, o

Copies of our amended and restated ceftificate of incorporation and the Idearc Inc. Long-Term Incentive
Plan are filed as exhibits to this report.

t
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Item 5. Market for Registrant’s Common Equlty, Related Stockholder Matters And lssuer Purchases of
Equity Secuntles .o i S

*
I

Market Information and Holders ' e e o .
We completed our spin-off from Verizon in November 2006. Our common stock has been traded on the
New York Stock Exchange under the symbol “IAR”, since November 20, 2006. Prior to that time, there was no
public market for our common stock. As of March'5, 2007, there were approximately 535,000 holders of record
of our common stock.
The table below séts forth the reported high and low sales prices for our common stock on the New York
Stock Exchange for the period from November 20, 2006 through December 31, 2006. t

' l /I'l‘igh Low
November 20, 2006 though December 31,2006 .................:. $2970 $2649

Dividend Policy

We expect to pay dividends at an annual rate of approximately $1.37 per share, but only if and to the extent
dividends are declared by our board of directors and permitted by applicable law and by the terms of our '
financing arrangementq Dividend payments are not guaranteed and our board of directors may decide, in its
absolute discretion, not to pay dividends. All decisions regarding the declaration and payment of dividends are at
the discretion of our board of directors and will be evaluated from time to time in light of our financial condition,
earnings, growth prospects, funding requirements, applicable law and other factors our board of directors deems

relevant.

Our financing arrangements contain restrictions on our ability to pay dividends on shares of our common
stock based on our meeting certain performance measures and complying with other conditions. Qur ability to
complywith these performance measures iay be dffected by events beyond our control, including prevailing
economic, financial and industry conditions. A breach of any of the covenants, ratios or tests contained in our
financing arrangements could result in a défault under the financing arrangements. Any events of default or
breach of certain provisions in our financing arrangements could prohibit us from paying any dividends.

' On Feﬁrﬁary 7. 2007, our board of directors declared our first quarterly dividend of 34.25 cents per
outstanding share. The dividend is payable on or about March 15, 2007, to our stockholders of record as of the
close of business on Febriary 21, 2007. ldedrc Inc. was formed in 2006 and spun-off from Verizon in November
2006 and, therefore, did not pay dividends befére the dividend declared on February 7, 2007.

Sales of Unregistered Secuntles

In connecuor; with the mcorporanon of ldearc Inc., we issued one share of common stock, par value $.01 .
per ; sharc 1o Verizon in conmderatnon of an aggregate capual comnbutlon of $.01 by Venzon This issuance wm;
exempt from reg:stranon under the Securities Act of 1933 pursuant to Secuon 4(2) thereof because the i 1ssuance
did not involve any. pubhc offering of SCCUI’llleb . . T

¢’

Stockholder Returr Performance Graph ' .
The following performance graph compares the cumulative total stockholder return on our common stock
with the S&P Mid Cap and a peer group selected by us, assuming an initial investment of $100 on November 20,

2006, the first day of trading of our common stock, and the reinvestment of all dividends, if any. "
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Our company is not included in an identifiable péer group. We selected our peer group based on revenues,
net income and enterprise value, which comprises marlket capitalization and total debt, and focused on public
companies largely comprising advertiser-supported medla Our peer-group includes Banta Corporation, Belo 5.
Corporation, Dow Jones & Company, The Dun & Bmdstreet Corporation, E.W. Scripps Company, McGraw-<Hill,
Companies Inc., New York Times Company, Primedia Inc., Reader’s Digest Assoc:lauon Inc., R H. Donnelley
Corporauon Scholastic Corporation and Tribune Company : R

.“ LS 4 P F o o .o e “.‘IA_' . oerr
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Item 6. Selected Financial Data.

I P AR

The following table sets forth our summary of historical financial data. The following financial data as of
December 31, 2006, 2005 and 2004, and for the years ended December'31, 2006, 2005, 2004 and 2003, have
been derived from’ our financial ';latememq which weré audited’ by Ernst & Young LLP The ﬁnanc1al posluon as
of Decenmiber 31, 2003, and the results of operations and financial posmon ds of and for thé year ended i
December 31, 2002, have been derived from our unaudited financial Statements. In the opinion of mzmagemem
all adjustments considered necessary for a fair presentation have been included. The following information
should be read together with our financial statements and the notes related to those financia] statements included:
in ltem 8 of this report |

H o AT b DT v LR Y U

Our financial mformauon may not be indicative of-our future performance dnd does not'necessarily reflect .

what our financial condition and results of operations would have been had we operated:as an independent, ' .

|
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stand-aloneientity during-the periods presented, particularly since many changes have and will occur in our !
operations and:capitalization as a result of our spin-off from Verizon, -.* -. ..+ .+ . i

' E Lo s .
' P \ [ T

For the Years Ended December 31,

2006 2005 2004 2003 _ 2002
(in millions, except per share amounts)

Operating revenue . .. ...... e e e . $3.221 .$3,374. 83,513 83675 33,760
Operating income ., .o ....%..ouunn. RO .., 13231641 1601 1477 1,764

Income from operatlons before cumulatwe effectwe of ) : ) PP _
accoumlngchange(l) 772 - 1,025 972 894 1,095
Basic and diluted earnings per share (2) ... ... e S 5.29 7.03 T 666, 613 751
Basic and diluted shares outitanding (2) Sl 146 146 146~ 146 146
Net income (loss) (1) ............ 000 s R 772 1,025 972 (568) 1,095
Basic and diluted earninigs perf share' (2} .. .. o.o.0 0. .00+ 520 703 666 (3.89) 751
Basic and diluted shares outstanding (2} .' ....... DO DU I I ' I‘46 I46 146 - 146

I Y N R L . SR .

' As of December 31,

2006 2005 2004 . 2003 2002
(in mlllmm)

Total assets . .o...o% ... e AN L APDTRINS S e "3 1318 ,$l412 $l402 $1,359 $3,336
Current maturities of ]ong—lerm debt (3).......... T S S 48 . —r . — — =

Long-term debt-(3). ... ........ e Pt ceaviee p 9067 - —0 0 — L —. —.
Shareholders equity. (deﬁcn) ..... P A _.{(8.846) . 325 31,'3“ . 226 1,843

(1y Effective January 1; 2003, we changed our meéthod for recogniZing revenues and expenses from the
publicationZdate method fo the amortization method. The publication- -date méthod; which we used pnor o
January 1, 2003, recognizes revenues and direct expenses when the directories are published. Under'the '
amortization method, which has mcreasmg]y become the industry standard, revenues and direct expenses
(paper, prmtmg and initial d:stnbunon costs) are recogmzed over the life of the- cllrectory, whlch is usua]ly
12 months. Thelaccoummg change ‘affécted the timing of the recognition of revenueé and’ expen“.ev. bt did
not result in any impact on cash flows. The cumulative effect of the accounting change résulted ina  *
one-time charge of $2,381 million ($1,463 million after-tax).

(2) The number of shares issued in connection with the spin-off on November 17, 2006, was approximately
146 million, For basic and diluted earnings per share calculations it,was assumed that approximately
146 million shares were oulslzfnding for,all periods. No additional shares were issued through December 31,
2006 - . P dy, o .o [ : '{

3) In connecnon wnth our me off on November l7 2006 we mcurred $9 l I5 mllllon m long 1erm debt See
Fmancml Condition and Results of Operdtlons in this repon fora descnpuon of the spin- off transactions,
-including new debt borrowmgs , B ICU P o )

. . o ' " et e o

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations. "~
The following discussion and analysis of our financial condition and results of operations covers some

periods prior to the consummation of our spin-off from Verizon and related transactions. Accordingly, the

discussion and analysis of historical periods does not reflect-the ongoing effects of the spin-off, including

significantly increased leverage and'debt service requirements: In addition, the statements in the discussion.and -

analysis regarding industry outlook, our expectations regarding the future performance of our business, and the
other non-historical, statements. in the discussion and analysis.are forward-looking statements. These forward-
looking statements are subject to risks, uncertainties and other. factors described in “Item 1A. Risk Factors™ of
this report. Qur actual results may differ materially from those.contained in any forward-looking.statements. You
should read the following discussion:together with our financial statements and related notes thereto included in .

“Item 8. Financial Statements and Supplementdry Data” of this report. o h S

FER IO e Lot . . . et N - R e t e g T

33




Our.financial information may not be indicative of our future performance and does not necessarily reflect
what our financial condition and results of operations would have been had we-operated as an independent,

stand-alone entity during all periods presented.
L ' ' . . |

- : e !
Overvlew L A :

ot

Our multi- -platform portfolio- strongly positions us in our market space, We are the second largest yellow -
pages directories publisher in the United States as measured by revenues, and we believe that we have the
nation’s leading Internet yetlow pages directory. Our produéts 'include print yellow pages, print white pages, an’
Internet yellow pages directory, Superpages.com, and an information directory for wireless subscribers,
Superpages Mobile. We are the exclusive official publisher of Verizon print directories in the markets in which
Verizon is currently the incumbent local exchange carrier, which we refer to as our incumbent markets. We use .
the Verizon brand on our print directories in our incumbent markets, as well as in our current markets in which
Verizon is not the incumbent, which we refer to as our independent markets. For the year ended December 31,
2006, we generated revenue of $3,221 million and operating income of $1,323 million.

t

Spin-Off from Verizon -

On November 17, 2006, Verizon spun-off the COl'n:paniES that comprised its domestic print and Internet
yellow pages directories publishing opérations. In connection with the spin-off, Verizon transferred to Idearc Inc.
all of its ownership interest in Idearc Information Services LLC {formerly Verizon Information Services Inc.),
Following the transaction, our assets, liabilities, businesses and employees consisted of those that were primarily
related 1o Verizon’s domestic print and Internet yellow pages directories publishing operations, The transaction
was completed through a tax-free distribution by Verizon of all of its shares of our common stock to Verizon's
shareholders. ' ' h

'

L

In connecnon wnh ‘the spin-off, there werc scveral transacuons recorded between Verizon and us. The
transactions relaled to pre- spin-off actwmes and the actual spm -off transacuon Thcre were a]so certain spm -off
transactions that 1mpacted the mcome statemem : '

v BR! o

Pre-Spin-Off Activities '

. Prior to the spin-off, several transactions were recorded which increased parent s equity by $245 million.
The most significant transactiontotaled $188 million and pertained to recognizing our pension plan and other
post-retirement benefits (*OPEB”) on a stand-alone basis in accordance with the application of pension and
OPEB accounting standards (SFAS No. 87, No. 88 and No 106). This adjustment resulted in recognition of a
pension asset of $142 million and an OPEB liability of $244 million. See Note 11 for further information. The
remaining net adjustments of $57 million pertained to the transfer of several assets and liabilities between
Verizon and us based on the terms and conditions of the spin-off transaction, the largest of which was the transfer
of $81 million in employee benefits liabilities which are to be paid by Verizon subsequent to the spin-off
transaction.

e : T Y

Spin-Off 1 Transacrron

v ' r - [l '

As a-result of the spin- off transaction, parent’s equity was reduced to zero through a reduction of $707
million and a series of transactions were recorded to addmonal paid-in capital {deficit) totalling $8,786 million.
On the date of the spin-off, we received the cash setilement of our intercompany notes receivable balance due
from Verizon of $588 million. Also, we received cash proceeds from the issuance of long-term debt of
$1.953 million ($1,965 million before debt issuance costs) and recorded $7,150 million of long-term debt
($7,063 million after debt issuance costs) associated with an exchange of debt with Verizon. The exchange of
debt with Verizon of $7;150 million was recognized on dur balance sheet as long-term debt, with an offsetting
deferred debt issuance asset of $87 million. The net impact of $7,063 million was recorded to additional paid-in
capital (deficit) resulting in a deficit equity position. No cash proceeds were received by us. Upon receipt of
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the proceeds from the notes receivable and long-term debt of $2,541 miltion, we paid a final cash distribution to’
Verizon of $2,429 million. Additionally, approximately 146 million shares of our common stock were issued to

Verizon shareholders as a dividend in the ratio of one share of our common stock for every 20 shares of Verizon +
A

common stock outqtandmg oo oo ‘ N R woty

. el . ' 4+ Ce - ‘ . - 11, Ce

Income Sraremenr Impacr o ‘ o . S o '

We recorded a preitax charge of 339 m1ll|on ($24 million after tax) in general and administrative expense
associated with Verizon stock-based compensation awards, which vested as a result of the spin-off. This liability.’
was then transferred to Verizon through parent’s equity as discussed above. Additionally, we incurred pre-tax. *’
non-recurring separation costs of $30 million ($26 million after-tax) in general and administrative expense~ + . »-
associated with becoming a stand-alone entity.

As aresult-ofi mcurrmg $9 115 mllllon of long -term debt, we will incur srgmf‘cant amounts of interest
expense. Qur results for the year ended December 31, 2006, include interest expense from November 17, 2006
through December 31, 2006 of $86 million. For the year ended December 31, 2007, interest expense will be
approximately $700 million, based on interest rates.as of December 31, 2006. As a result, our future financial .

* statements will reflect a significantly higher level of interest expense as compared to 2006 and prior periods.

o - - .
. . . o ot
' LR : P o .

T : . ! : ot

Basis of Presentation

Uniil the date of the spin-off on November 17, 2006, we historically operated as the print and Internet
yellow pages directories businesses of Verizon and not as a stand-alone company. For periods prior 10
November 17, 2006, the financial statements included herein have been derived from the historical financial
statements of Verizon, and intlude the. aqsets liabilities, businesses and’ employees "that were prlmarlly related
to Ver1zon s domestic print and Internet yellow pages directories publlshmg operanons ‘that were reported n
Ver1zon s Information Services qegment in l[S ﬁn.mc:al statements. To prepare thpse financial statements we
speclf cally identified all assets, liabilities, busmeqses and employees prlmanly related to those opemlrons “All
significant mtercompany actounts and tfinsactions have been eliminated. We believe these spec:ﬁc '
identifications are reasonable; however, the resulting amounts could differ from amounts that would be
determined if we had operated on a stand- alone basis. Because of our relatlonshrp with Verizon, our historical
results of operauons ‘financial pO‘ilthI‘I and cash'flows are not necessanly indicative of what they would have
been had we operated without the shared resources of Verizon. Accordingly, our fmanc1al statements for the
periods prior to November' I7 2006, ire not nece';sarlly iidicative of our future results'of operanons financial
position and cash flows. See our financial statements and related notes thereto mcluded in “ltem 8. Fmancml

Stdtements and Supplementary Data of thls report T
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Historically, we reimbursed Verizon for specific goods and services it providéd to, or arranged for, us based
on tariffed rates, market prices or negotiated terms that approximated market rates. These goods and services
included items such as communications and data- processmg services, ofﬁce ‘;pace professronal fees and

insurance coverage B - )"
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We also reimbursed Verizon for our share-of costs incurred by Verizon to prov:de serv:ces on a common '

basis to all of its subsidiaries; These coéts included allocations for legal, secirity, treasury; tax and audit services.

The allocations-were based on dctual costs incurred by Vérizon and periodic studies that identified employees, or
groups of employees, who were totally or partially dedicated to performing activities that benefited us. In
addition, we reimbursed Verizon for general corporate costs that mdlrectly benefited us, ircluding costs for -
activities siich as investor rélations, financialtplanning, marketing services and benefits administration! These-
allocations were based on actual costs incurred by Verizon, as well as on our size relative to other Verizon
subsidiaries. We believe thal these cost allocations are reasonable for the services provided. We also believe that
these cost allocations are consistent with the nature and approximate amount of the costs that we would have

incurred on a stand-alone basis. . - o -
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"+ 'Theicosts-we will incur as a stand-alone compan)lr will initially include payment for services provided by
Verizon under a transition services agreement, which became effective at'the consummation of the spin-off. ..
Under-the'transition Services agreement, Verizon will 'continue to provide certain. services that ithas - .» ..
histerically provided to us, including portions of information technology, financial services and human
resources for an interim period. During the period of lhe transition services agreement, we will incur one-time
costs for transition activities and may incur some duphcanve expenses as we start up certaln stand-alone
functions. We estimate these one-time costs to be approximately $124 million. We expecl 'to fund these cosis
from available cash. Following the full implementation of our stand-alone functions and the términation of the
tranition services agreement, we expect costs for the stand-alone services to'be similar to dur historical.costs.
However, there can be noassurance that our costs wullI not' exceed our.historical cost: allocanons for similar -
services, vw .- ST IS T B SRR N A oLt

; e RS P

The financial statements are prepared using United States generally accepted accounting principles (“U.S.
GAAP"). These principles fequire management to make estimates and ‘assumptions that affect the reported
amounts 'of assets and liabilities; the disclosure of contmgem asseéts and liabilities and the reported amounts of .
revenues and expenses. Actual results could differ from those estimates and assumptions. Examples of signifi cant
estimates includé the allowance for doubtful accéunts, the recoverability of property, plant and equipment, **
goodwilldnd othef intangible assets,'valuation allowances on tax assets-and liabilities, and pension‘and :
postretirement benefit assumptions, See “—Critical Accounting Policies” for a summary of the critical
accounting policies used in preparing our financial statements.

LT T E R -
Operating Revenue ., . ..} . . - S LI VP : v
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] We derive our operatmg revenue pnmarlly from lhe sale of adveru‘;mg 1n our prmt d:reclones which we
refer to as prmt prodiicts revénue. of our total 2006 operaung réverive of $3,221 miliion, $2 978 mllhon or .
92, 5% came from the sa]e of advemsmg in oir prmt directories. Revenue from our Intemel products mcludmg_
Superpages com, whlch we refer to as Internet Tevenue, was $230 million, or 7.1% of our total 2006 operatmg
revenue. Othér revenue sources were $l3‘m:lhon or 0. 4%, of our totaI 2006 operatmg fevenue.

. ol . :

Growth in operatmg revenue can be affected by several factors mcludmg changes in f\dvemsmg
customers changes in the pncmg of advemsmg, changes in the quantity of advemsmg purchased per
customer, changes in; the size of the sales force and the 1mroductt0n of addmonal products which generate . '
incremental revenues. Welconunue to face competition in our. prmt directories markets as well as from other.
advemsmg media, mcludmg cable teleyision, radio and the lnternet Over the past several years, as a résult of
this competition, among other lhmgs our print product revenue in our mcumbent markets has declined.

However, these declines have been offset in part by growth in our 1ndependenl directories business and

Intemet‘ye.lllowrpages business. . .. "
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Prmr Produc!s Advemsmg in prlnt d1rectones is sold a number, of momhs prior to the date each titleis .,
published. We recognize revenue ratably over the life of each directory, which is typlcally 12 months using the |
amortization method of accounting, with revenue recogmuon commencing in the month of publication. A portion
of the revenue reported in any given year represents.sales activity,and in some cases-publication of directories,
that occurred. in the prior year.-Print advertising is sold to two customer sets: local advertisers,.comprised of .
small and medium-sized businesses that advertise in a limited geographical area, and national advertisers, .
comprised of larger businesses that advertise reglonally,or nauonally The proportion of print product revenue
attributable to local and national advertisers has htstorlcally been consistent Lover time, with 83.8%, 84.6% and
85.4% attributable to locat revenue and 16.2%, 15.4% and 14.6% attributable to national revenue in 2006, 2005
and 2004 respectwely s W B T A
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Internet. Our Inlemet products mcludmg Superpagesicom, earn revenue from two primary sources:

fixed-fee services and performance-based advertising prodlucts. Fixed-fee services include advertisement
36,




placement on our Superpages.com site, and web site development and hosting for our advertisers, Revenue from
fixed-fee services is recognized monthly over the life of the service. Performance-based advertising. products..
revenue is earned-when consumers connect with our Superpages.com advertisers by a “click” on their Internet .
advertising-or a phone call tortheir businesses. Performance-based advemsmg products revenue is recognized

»'.|‘ - ., IR . )

when there i§ evidence that qualifying transactions have occurred.

v, a * R FEY . PR I ' _."."v . . o
Other Revenue Other revenue mcludes commercial printing services and the sale of directories. On

February 16, 2006, we sold our printing plant assets and no longer derive revenue from commercial pnntmg

services. See Note 4 to the ﬁnancnal statements for additional mformatton on the sale of our printing assets. .
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Operating Expense R o - S o
Operating expense is comprised of four expense categories: (1) selling, (2) cost of sales ,(3) general and
administrative and (4} deprecmtlon and amortlzauon
R . N RS - t, Wb s N e . [ i ot
Sell‘mg Selling expense mcludes the sales and sales support organizations, including base salaries and sales
commissions paid to the local sales force, national sales commissions paid to independent certified marketing
representatives, local marketing and promotional expenses; sales.training and customer care. All selling costs are:
expensed as incurred. In 2006, selling expense of $732 million represented 38.6% of total operating expense and

22.7% of total operating revenue.

In 2003, Verizon offered a management voluntary separation program to substantlally all'of its hontunion
and certain-union employees: including our salés force. ‘A substantial portion of our sales force accepted. this
program offer; including representatives with limited experience-and tenure, as well as sales representatives < -
nearing retirement. As a result, sales were negatively.impacted causing reductions in amortized revenue over -+
time. Since 2003, we have focused on rebuilding our sales force through incremental hiring to higher staffing. ,
levels. Our sales force headcount remained relatively constant in 2004 and 2005. In 2006, we increased our sales

force headcount by approximately 500 sales force employees. : . Sy

A

The management voluntary separation program has-impacted our‘financial results both from a revenue’ and !
an expense perspective. Because we recognize revenue over the llfe ofa dlrectory but expense sellmg costs when
incurred, the impact of a change in headcount on revenues and expenses does not enurely decur in‘the same’ year.
Although we began to increase our hiring in 2004, we continued to see the management voluntary separatton, .
program figgatively impact ouf sales into 2004 and 2005 directories, which was subsequently reflécted in ™™ ™~
amortized revenues recogmzed in 2004, 2005 and into 2006. The continuing impact on revenues also results from
the six- to 18-month.ramp-up in productw_lty fornew hlres, and the sales cycle for print dnrectones which can be

_as long as six months, e e e . N

.

Whlle?an increase in tota] headcount will genérally fesult in higher selling expenses, ?1hi$ ¢an be offset by _
sales force tunover. In 2004, headcount increased while turnover rates remairied relatively, high, due in part 10
the significant number of new htres Therefore, our selhng expenses reflecied reduced employee related cosls

Our headcount level remamed relatively, constant in 2005 - o0 w. . o

PN L .

-

Cost'ofSa!es Cost of salés includes the costs of producing and-distributing both print and Internet +* +
directories yellow pages, including publishing operations, web site development, paper, printing, directory,, .. .
distribution and Internet traffic costs. Costs dlrectly attrlbutable to producmg print directories are amortized ov‘er
the average life of a chrectory These costs include paper, printing and initial dtstnbuuon All other costs are

expensed as incurred, In 2006, cost of sales of $629'million represented 33.1% of tota] operatmg expense and
'19. 5% of total operatmg revenue. ! '

RS - o

Generai ‘and Admrms:ranve General and admmlstratwe expense includes corporate management and
governance functions, which are comprised of finance, human resources, real estate, marketing, legal, public

[
» 4
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relations, billing and receivables management. In addition, general and administrative expense includes bad debt,
operating taxes, insurance, image and brand advertising ‘and other general expenses. All general and
administrative costs are expensed as incurred. In 2006, general and administrative expense of $448 million
represented 23.6% of total operating expense and.13.9% of total operating revenue, Historically, our general and-
administrative expense has included the costs of other services, including real estate, information technologies,
legal, finance and human resources, shared among Verizon affiliates; however, after the spin-off, we will incur
and bear these costs directly. e
¢ 0 il . e . o -

Depreciation and Amortization. In 20006, depreciation and amortization expense of $89 million represented

4.7% of total operating expense and 2.8% of total operating revenue. In 2006, depreciation expense for property,

plant and equipment was $42 million and software amortization was $47 million. -

Interest Expense (Income), Net

Due to the acquisition of debt related to the spin-off from our former parent, we will now incur interest
expense of approximately $700 million’annually, base_df‘ on interest rates as of December 31, 2006. Historically,
we received interest income on the notes held with our former parent and from other sources. For the-years ended
December 31, 2006, 2005 and 2004 we received interest income of $26 mllhon 516 m1]]|on and $12 million

respectively. . . 5

Provision for Iucome Taxes E
. We have been included in Venzon s consolidated federal and state income tax returns prior to the spin-off .

and will file stand-alone returns for subsequent: perlodx However, the provision for income taxes in our
consolidated financial statements has been determined as if: we had filed our own consolidated income tax returns
separate and apart from Verizon. ! ceee T P A -
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Results of Operations ‘ '
Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

The fo]lowmg table 5ets forth our operatmg resulls‘ for '7006 and 2005:

Years ended December 31, 4 o Tt | - 2006 2005 Change 4%

. T T e R ot 7 (inmiltions except %)
Print products .. .......... Lol s 82,978 83,147 $(169) 0 (5.4)%
Internet ©....... U S I S, ool 2300 0 197 - 330 16.8
Other ......... ..o .. e e 13 30 - 17y (56.7)
Total operating revenue .. ......... e irpage s, 3220 3374 (153) 0 (45)
Selling .................. R, L R ‘7327 646 86 13.3
Cost of sales (excluswe of deprecnauon and amomzauon) e . 629 622 17 1.]
General and administrative . . ... ............. e A48 S 4 I9 3
Depreciation and amortization . ................... e L 89 9 @ 2
Total operating expense . ..... e e e - 1,898 1,733 165 _ 95
Operating income .. .....0........ R PO e 13230 1640 (318)  19%4
Interest expense (mcome) net ........ .‘ B o0 {16) 76 nm
Income before provmon for i income taxes R e ST 1,263 1,657 , (394) (23.8)
Provision fOr iNCOME TAXES . . . .« v e e oot e e e 491, . 632 - (14 (22.3)

NetinCOme . ... ot e e e e $ 772 $1.025 $(253) (24.7Y%

r - 1 . ' ) P L




Operating Revenue -+, ., -, = . ' Gy e e O ey

Operiting reventé of $3,221'million in"2006 decreased $153 milfion, or 4.3%; compared to $3,374 miillion
in 2005 for the reasons described below.

R

Print Products. Revenue from print products 01’i $2.978 million in 2006 decreased 5169 million, or 5.4%,
compared 16 $3 147 million iff 2005. Of this detline, $22 million was from 'the’ sale of our Hawaii operations in
2005. The remainder of this decline resulted from reduced advertiser renéwils, partlally offset by the addition of *
new advertisers, increases in advertiser spending and revenue from new product offerings. We continued to face
compelition in the print directory market and from other advertising media, including cable television;-radio and
the Internet.

L T S Rt B IR 7 T " . i

Internet. Internet revenue of $230 million in 2006 including $9 million from the Inceptor acquisition (se¢ .
Note' 5 to the ﬁnancml statements),’ increased $33 million, or 16.8%, compared to $197 million in 2005, as'we
continued to expand our product offerings, market reach and advertiser base. The growth rate was lower than that
realized in 2005 due to the introduction of performance “based advemsmg products and a resulting customer shift
to these products from fixed-fee advertising products. Performance based products are at an earlier stage of |,

development and have not yet reached thelr annclpated level of revenue growth,
i

Othér Revenue. Other revenue includes commercial printing services and the sale of directories. Other ¥

revenue of $13 million in 2006 décreased $17 million, ot 56.7%, compated to $30° ‘millioh in 2005. This decrease
is attributable to the elimination of commercial prmtmg services revenue resulting from the sale of our prmtmg '
assets in February 2006 ’ et R

¢ T : : r ) : ) ) P 'y -

Operatmg Expense

Operatlng expense of 81, 898 mllhon in 2006 increased $165 million, or 9 5%, compared'to '$1,733 mllhon
1n2005 s . . B T U . .

Sellmg Sellmg expense of $732 million in 2006 increased $86 mllllOl’l or ]3 3%, compared to $646 mllllon
in 2005. This increase was pnmarlly driven by higher employee-related costs associated with hiring
approximately 500 additional sales force employees, increased facility costs, sales commissions and advertising
intended to stimulate revenue growth, partially offset by lower national sales commissions. ‘ o

Cost of Sales. Cost of sales of $629 million in'2006 ‘increased $7 million, or 1.1%;-compared to $622 million
in 2005. This increase was primarily due to higher traffic costs associated with Superpages.com and increased-
distribution costs, partially offset by lower prmtmg COsts,

TR S A | - L L : ta U R ! St FERREY

Generaliand Administrative. General and admmlstranve .expense of $448 million in 2006 increased .-
$74 million; or 19:8%, compared to $374 million in 2005. The increasé was primarily related to one-time
separation costs related to-the spin-off of $30 million, a charge of $39 million for a one-time adjustment-to record
Verizon stock:based:compensation that vested at the'time of:the spin-off, higher employee-related expenses and -
. increased contiactor costs. These increases were partially offset by lower bad debt ‘expense. Bad debt expense of
- $140 million in'2006 decreased by $27 million; or 16.2%, compared to $167 million in 2005: Bad debt expense -

as a percent of total:operating revenue was 4.3% for 2006 compared to 4:9% for 2005.. =+« . . .

Depreciation’and Amortizdtion. Depreciation and amortization expense of $89 million in 2006 decreased
$2 million, or 2.2%, compared to.$91 million'in:2005.» - ..+ o T L s n

O N 2iy | LI I SN VPRI T B T N IR st R
Interest Expense (Iricome), Net ‘
vt B LI

Interest expense, net of interest income, of $60 million mcreased $76 million compared to interest income of
$16 miltion in 2005 as a result of the spin-off and acquiring debt of $9,115 million. We recorded $86 million of
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interest expense since November 17, 2006. This was partially offset by higher interest income in 2006 related to *
our note receivable balance dug from our former parent. iThis note was settled at the date of the spin-off.

N [
B PR

Net Income )

Net mcome of $772 mllllon in 2006 decreased $253 mllllon 0{ 24.7%, compared to $l 025 mllllon in 2005
pnmanly due to the after—tax effecls of lhe ltems descnbed above o -

EPCREE sl s
e O LAY I I S T B T 2 ST
Year Ended December 31, 2005 Compared to'Year Ended December 31, 2004 . S A DR
The following table sets forth our operating results for 2005 and 2004; P
Years ended December31, ' R s 005 0 2008 7 Changé T %
o oot . 5; ‘ o {in mllllonsexcept%) '

Print products' .« ... !, ... .. 000 T P P L $3 147 "' $3, 318 “$(17D" (5.2)%
Inteinet . ... .. P T O 0 T S L S S D C97 o 1es T 32 70194
Other!'................ DA S SRR B ':.'::'...’.' o300 T h3g o T
Total operating revenue . . . . . .. e T 00T 3371 3513 T 139)  (40)
Selling .. ... e ciprmeeees . 646 681 . (35).. .1
Cost of sales (excluswe of deprec1auon and amomzauon) Ceimeapee... 622 582 . 40, 69
General and admmlslratwe ...... T R TP 374, 563, .(189) (33 6)
Deprecmtlonandamomzanon....................Q ............. 91 86, 5 .38
Total operating expense ........................: : ............. 1,733 1,912 (179) (9.4)
Operatingincome .. ...... ... ... .. .. .. ... ... il 1,641 1,601 - 40 ' v205
Interest expense (income), net ............... e e (16) 12y L @), 333
income before provision for incometaxes ....................... 1,657 1,613 44 v 2.7
Provision forincome taxes .........ccoviirnnnan.. e 632 641 <) (1.4)
Net income . ......... L SO S SRS 31,025 % 972 '8 53 5.5%

er : [ T A S - — " — A
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Operating Revenue

. QOur 2005 operating revenue of $3,374 million declined Sl39 mllllon or 4.0%; compared 30s) $3 51 3 million
in 2004 for the reasons described below. . ., - . - . ‘ e R AT IR
Lt B I T TR L DR LN
Print Products. Revenue from print products of $3, 147 ml"l()l'l in 2005 decreased $171 million, or 5.2%,
from $3,318 million in 2004, Of this decline, $44 mllhonF was from the sale of our Hawaii-operations,in the
second quarter of 2005. The remainder of this decline resulted from reduced advertiser renewals, partially offset -
by the addition of new advertisers, increases in advertiser spending and revenue from new product offerings:: -
Although we had partially restored our sales force staffing levels by the-end of 2003, Verizon's 2003 .-+ 0, ¢
management voluntary separation program that affected sales into 2004 and 2005 publications continued tos, 1.~
negatively impact print products revenue amortized in 2005. We-also continued to face competition.in the print ;.
directory market and from other advertising media; such as cable television, radio and the Internet. > .+ - ¢4 -2
i
Internet. Qur Internet revenue of $197 million in 2005 grew $32 million, or 19.4%, from $165 million.in
2004, as we continued to expand our product offerings, market reach and advertiserbase. +3 ‘.7 % .03 D

Other Revenue. Other revenue includes commerc:lal printing services and the sale of dlrectones Revenue
A l' 41 .
from these sources d1d not change year-over-year
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Operating. Expensea oo S

Operatmg expensé of $1,733 mllhon in 2005 declmed $179 million, or 9. 4%, ompared to $1,912 million in
2004.

Selling: Selling expense of $646 million in'2005 decreased $35' million, or 5.1%; compared to $681 million
in 2004. This decrease was-primarily driven by lower sales commission'expense due to reduced sales. Additional
cost reductions were driven by lower local advertising expense, contractor costs, and facility costs. :

 Cost.of Sales. Cost of sales of-$622 million in 2005 increased $40 million, or 6.9%, compared to $582 *
million in.2004. This increase was primarily driven by increased printing.and distribution costs associated with,
increased paper costs, additional directory volumes for our market expansnon program, and our roll out of

compamon directories in many of our existing markets. -, . '. ¢ T i

toray 4 1 [
General and, Admmmrarzve General and adrmmstranve expeme of $374 mllhon 1n 2005 decreased by $189
million, or 33. 6%, compared to $563 million in 2004. This decrease was pr:manly due’ to a $66 mllllon or 28. 3%
reduction in bad debt expense to $167 million in 2005, compared to $233 million in 2004, Bad debt expense as a
percentage,of total operating revenue was 4.9% in 2003 compared 1o 6.6%,in 2004. This decrease was due to
changes in our credit policies-and improvements to our collection processes. Reduced conlractor expenses
associated wuh lower outside collection agency fees and reduced system conversion acnvmes lower litigation.
costs than were expenenced in 2004 due to the resolutlon of our litigation with Yellow Book and decreased
employee-related costs also contributed to lower general and administrative expense in 2005 compared to 2004.

Deprecmuon and Amorr:zarron Deprecnatlon and amomzzmon expense of $9l ‘million i in 2005 1ncreased
$5 ITlll]]Oll 1n 2005 or 5 8% compared to $86 m:lhon in 2004 prlmanly due to mcreased qoftware amomzanon

’ o =
Net Income

Net income of $1,025 million in 2005 increased $53 million, or 5.5%, compared to $972 million in 2004, |
primarily due to the af[er-tax effects of the items described above. '

. vea i . BT . . Tty M 1 . do

Ltquldlty and Capltal Resources

' o T T T A
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I Coea i
Hlstoncally, our principal source of hqmd:ty was cash flow generated from operauons We have historically
generated sufficient cash flow to fund our operations and investments and to make dividend payments to
Verizon. Prior to the spin-off from Verizon, we had a financial services arrangement with Verizon Fmancnal
Services LLC. We:could, along with other Verizon affiliates, borrow or.advance funds on a day-to-day
(“demand™) basis. Because these borrowings and advances were based on a variable interest rate and demand " . .
note basis, the carrying value of the note approximated fair market value. We werein a note receivable position
of $348 million at December 31, 2005, aind $241 million at December 31, 2004 On the date of the spm -off, the
note’ recewable we had with Verizon Financial Services LLC was settled. T S - s
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Year Ended December 31, 2006 Compared to Year Ended December 31, 2005 L

The following table sets forth a summary of cash flows for the years ended December 31, 2006 and 2005:

Year Ended December' 3, - T v o .. ro ot . 2006 '-2005  .Change
R c o e, TR v v f : R o .{in millions) .

Cash Flows Provided By (Used In)z: -~ "o Lo o o o . e S
Operating-activities: . . .= . . ... P R T 1 $993 § 1,239 +$(246)

X ' sl A (a8 35

Investing activities .......... . ... . o 00
Financing activities ........... e e e e e s (780 (1,163) 383

Increase In Cash and Cash Equivalents ................................... $172 § — $§$172

ey




. Our primary source of funds continues to be cash generated from operations. In 2006, cash from operations.
decreased $246 million, or 19.9%, compared to 2005, primarily due to reduced revenues and increased selling
expense. '

Historically, we experienced a cash outflow of approximately $20 million annually for other post
employment benefit costs. We expect to continue to experience similar OPEB cash outflows.subsequent to the,
spin-off. D s el e

Cash used in investing activities decréased $35 million, or 46.1%, in 2006 compared to 2005, primarily
due to cash proceeds of $20-millionifrom the sale of our printing plant assets in the first qoarter of 2006, a.' -
decrease in capital expenditures of'$14 miliion t6.$64 million in 2006 from $78 million in 2005, and a -
decrease in short-term investments of $17 million due to not funding certain trusts historically established for:
the funding of employee benefits, pmmlly offset by a cash outlay of $16 million in the third quarter of 2006
for the acquisition of Inceptor Thé. See Néte 5 to our fmancral statements for addmonal information on 6ur
acqurqmon of lnceptor Inc v A _ Ao ’_

Cash used in financing .activ'ilie's décreased $383 million, or 32.9%, in 2006, compared o 2005, prin'rah']y
due to a decrease in dividends and retirns of capital paid to Verizon affiliates of $406 million, a change in our’
notes receivable withVerizon of $453 millioprand the proceeds from the issuance of long term debt ‘of $1 953
mrlllon offqe[ by the f"nal dlstnbutron to our former parent of $2, 429 mrlllon ' : -

We believe the net cash provided by our operating activities, supplemented as necessary with borrowings
under’ the Revolving Credit Facnlny and exrqung cash and cash equivalents will provide sufficient resources to
meet our working capital requiréments, estimated prmcrpal and interest debt service requirements and other cash
needs for the year 2007. '

1 N ' s

Senior Secured Credit Facilities '~ = ' ' I

On November 17, 2006, we emered into senior secured credit facilities (the “Credrt Facrlmes"), whrch
consist of: a) Tranche A term loan facility of approxrmately $1,515 miilion (the “Tranche A Facility™),
(b) Tranche B term loan facility of $4,750 million (the “Tranche B Facility”), and (c) a $250 million revolving
credit facility (“Revolving Credit Facility”), which matures and is due on November 17, 2011. The Credit
Facilities are guaranteed by subslanual]y all of our subsrdranes and are secured by substantmlly all of our-present
and future assets. o .o ‘ T . : : -

Payments of principal and interest under the Tranche A Facility are due quarterly with principal payments
beginning in 2009, with a final payment due at maturity on November_13, 2013. Principal payments under the
Tranche A Facility amortize as a percerituge.of the total term loan in an amount per quarter equal to the ,
following::2009 = 1.25%; 2010 = 2.50%;-2011 - 3.75%:.2012 - 5.00%; 2013 (first three quarters} — 12.509%;
Maturity — 12.50%. The Tranche B Facility is payable in equal quarterly instaliments beginning in 2007 in an
amount equal to 0.25% per quarter, with the balance due on the maturity date of November 17, 2014. At
December 31, 2006, the interest rates on the Tranche A F.xcrhty and the Tranche B:Facility.were 6.85% and
71.35% respectlvely .

oy “i

+ At December 31, 2006, approximately $249 million was available for borrowing (net of $1 million of letters
of credit issued) under the Revolving Credit Facility. We pay a commitment fee of 0.375% for the unused portion
of the Revolving Credit Facility, calculated based on the duily unused amount and payable on a quarterly basis.
Proceeds from the Revolving Credit Facility are available to pay fees and expenses related to the spm—off from
our former parent, for working capital and general corporate purposes. S

|
|

42




i o o

Senior Unsecured Notes

The outstanding senior unsecured notes of $2,850 million (“Senior Unsecured Notes™) were issued under an
indenture dated November 17, 2006. The Senior Unsecured Notes mature on November 17, 2016. Interest is
payable semiannually (at 8% per year) in cash. to holders of Senior Unsecured Notes of record beginning in
March 2007. The Senior Unsecured Notes are general unsecured obligations and are effectively subordinated to
all of our secured indebtedness to the extent of the value of the assets securing such secured indebtedness. The
Senior Unsecured Notes are not currently registered with the Securities and Exchange Commission, but we. . .

expect to register them in 2007, - | : ) e
' : . . . o - *

Debt Covenants and Maturities - 't T !

The Credit Facilities and Senior Unsecured Notes require us to comply with customary affirmative and
negative covenants and include customary events of default. Included in these covenants is a quarterly leverage
ratio (total indebtedness to earnings before interest, taxes, depreciation and amortization, as defjned) covepant
calculation. Our financing arrangements contain restrictions on our abitity to pay dividends on shares of our -
common stock based on meeting certain performance measures and complying with other conditions. At
December 31, 2006, we were in compliance with all of our debt covenants.

i

Maturities of long-term debt outstanding at December 31, 2006, are $48 million in 2007; $47~mi'l|i‘oﬁ m
2008, $123 million-in 2009, $199 million in 2010, $275 million in 2011 and $8,423 million thereafter. -

o L

Year Ended December 31, 2005 Compared 10, Year Erided December 31, 2004. L
The following table sets forth‘a summary of cash flows for 2005 and 2004: ' ' T

) . f ¥ [ b L v
Years Ended December 31, . . . , Lo . .o C e 2005 . 2004 Change

- '

v o . (in millions)

L) . . T '

Cash Flow Provided By (Used n): - o . I
Operating activities .. ........... e e 31,239 81,170 .8 69
INVESHNE ACHVILIES - . oottt it a et (76) an 1
Financing activities . . . .. e e e T R T GLL163), (1,093) - (70)
Inciease (Decrease) In Cash and Cash Equivalents S T L% — 5 — & —

Lt o 3 s L
In iOOS, cash from operations. iincreased.$69amillion, or 5.I9%, compa_l:éd to 2004-_, ;-)rimarilsr due to the
impact of severance payments made in 2004 associated with Verizon's 2003 management voluntary separation
program and legal fees paid in 2004 associated with the resolution of the Yeltow Book litigation, partially offset

by higher income tax payments in 2005.

Cash used in investing activities decreased $1 million, or 1.3%, in 2005 compared to 2004 due to capital
expenditures decreasing $7 million to $78 miltion in 2005 from $85 million in 2004 and an increase in cash from
our: short-term investment activity.of $13 million, partially offset by cash proceeds of $19 miilion received in -
2004 from the sale of facilities. Our short-term investments include principally cash equivalents held in trust .

accounts for payment of employee benefits.
Cash used in financing activities increased $70 million, or 6.4%, in 2005 compared o 2004 due to an

increase of $124 million in dividends and returns of capital'paid to Verizon affiliates of $1,058 mitlion in 2005
from $934 million in 2004, partially.offset by the change in our affiliate note receivable of $54 million.

BTN
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Contractual Obligations

Our contraclual-obhgauons as-of Décermber 31,-2006, are summarized below A

1 L . it B f . . Chelo | " t

T , . . ] s Paymentsdue by penod
L ' I S . Within 1-3 3.5  Morethan

'

" Co S ’ . “Total Lyear  years years 5 years

: . . o, e C b " foatee _ (in millions) '
Long-térm débt obligations .......... Lt eI L S 9015 848 % 170 % 474 S 8423
Interest payments on long-term debt obhgauons ............. 5515 678 1345  1,304° 2,188
Operating lease obligations ....................... e 68 26 32 10 —
Other long-term liabilities reflected on balance sheet ... ... ... 392 23 51 58 . 260
Total ............. e e - BI5,090  $775  $1.598 $1,846 $10,871

Cntlcal Accountmg Pohc:es o

L) - ¢ T ' ] .
A summary of the crmcal accounting policies used in preparmg our financial statements are as follows

| 1 r o - . . .
1

Revenue Recogmuon

b 5 EN| L o g

We earn revenues pnmanly from pI‘lﬂl and Internet yellow pages directory adverusmg The sale of .
advertising in print directories is the primary source of revenues, We recognize revenues ratably over the life of
each directory using the amortization method of accounlmg with revenue recognition commencmg in the month
of publication. Qur Internet yellow pages diréctory, Superpages.com, earns revenues from two sources: fixed-fee
and performance-based advertising products: Fixed-fee advertising includes.advertisement placement on our
Superpages.com site and web site development and hosting for our advertisers. Revenues from fixed-fee
advertisers aré recognized monthly over the life of the advertising service. Performance-based advertising
products revenues are earned when consumers connect with our Superpages.com advertisers by a “click” on their
Internet advertising or a phone call to their businesses. Performance-based advertising products revenués are
recogmzed when there is evidence that qualifying transactions have occurred. '

For “click through” transactions, participating web site links are each assigned a unique identification -+ -
number and on a daily basis, our system counts each “click” on the advertiser’s Internet advertising. We exciude
non-qualifying clicks through proprietary technology and through independent verification. For performance—
based advertising in the form of telephone calls to our advertisers, we assign the advertiser a unique telephone
number, which we tse to track quahfymg transactions. In these'performance-based transactions, we set the click
or call bidiprice dally and mu]llply it by the number of quailfymg transactlons occurrmg on that day for each
advertiser. o

. . .
' o ' . . .

Expense Recognition Cee 1

Direct costs related to'the producllon of directories are amortized over the average life of a directory under
the deferral and amortization method: Direct costs include-paper, printing afid initial dlsmbuuon Paper costs are’
stated on an average cost basis. All other costs are recognized as incurred.  *

Accounts Recetvable ] o oo _ . i \

-1Accounts receivable is recorded ‘net of an a!lowance for. doubtful accounts. The allowance for doubtful
accounts is calculated using a percentage of sales method based upon collection history and an estimate of
uncollectible accounts. Management may exercise its judgment in adjusting the provision as a consequence of
known items, including current economic factors and credit trends. Accounts receivable adjustments are recorded
against the allowance for doubtful accounts. Bad debt expense as a percentage of revenue was 4.3%, 4.9%, and
6.6% for the years ended December 31, 2006, 2005 and 2004, respectively,
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Income Taxes ‘ B L T TR

We account for.income taxes in accordance with SFAS.109,<‘Accounting for Income Taxes.” Deferred tax
assets or liabilities are recorded to reflect the future tax consequences of temporary differences between the*. .-
financial reporting basis of assets and liabilities and their tax basis at.each year-end. These amounts are adjusted,
as appropriate, to reflect enacted changes in tax rates expected to be in effect; when the temporary dlfferences ‘
reverse. We have been included in Verizon’s consolidated federal and state income tax returns pnor o the '
spin-off and will file stand-alone returns for subsequent periods. However, the- provision for income taxes in our’
consolidated financial statements has been deterrnlned as 1f we had ﬁled our own consolldated income tax returns
separate and apart from Venzon e ‘ et
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In the ordmary course of busmess there may be many transactlons and calculanons where the u]tlmate tax
i
complex tax laws We recogmze potennal llab1l|t|es for am1c1pated tax audrt rssues "based on an estlmate of the
ultimate resolutton of whether, and the extent lo Wthh additional taxes w111 be due Although we belleve the
estlmates are reasonable no assurance can bé glven that the final outcome of these matters wrll not be dlfferent
than What i :s reﬂected in the htstoncal mcome tax provisions and’ accruals .

s a5y T . * -

As part of our financial process, we must assess the likelihood that our deferred tax assets can be recovered.
If recovery is not likely, the provision for taxes must be increased by recording a reserve in the form of a
valuation allowance for the deferred tax assets that are estimated not to be ultimately recoverable. In.this process,
certain relevant criteria are evaluated including the existence of deferred tax liabilities that can be used to, absorb
deferred tax assets and taxable income in future years. Our‘ judgment regardmg future taxable income may
change due {o future’ market condmons changes in U.S. tax laws and other factors Thesé changes if any, | may
requ1re matenal adjustments to these deferred tax assets and an accompanylng reducnon or mcrease in net
meome in the penod when such determmatlons are made. s

. B . . i
af - ,l.‘i; . . L

Employee Beneﬁt Plans .

Prior to the spin-off from Verizon, we participated in Verizon’s benefit plans. Effective with the spin, we
created our own employee benefit plans that are substantially similar to the Verizon plans. Under our plans,
pension, postretirement health care and life insurance benefits (“OPEB") earned during the year, as well as
interest on projécted bénefit obllgauons are accrued currently Prlor scrv1ce costs and credits resultmg from
changes in plan benef ts are amortlzed over the average remammg semce penod of the employees expected to
receive benefits. In December 20085, 'Verizon announced that pamcnpants in its management pens:on plans ) "
including our management employees, will no longer earn pension benefits or eamn service towards our rétiree '
medical subsrdy after June 30, 2006 Key assumptlons in determmlng the employee benefit obligations include
the estlmated return on plan assets, rate of compensatlon |ncrease discount rate used i in determining the pension
and OPEB beneﬁt obllgauon and the esnmated health eare trend rates used in determ1n1ng the OPEB beneﬁt . '

obligations. o

A sensrtmty analysis of the 1mpact of changes in these assumptions on the expense (income) recorded for
the year ended December 31, 2006, perta1n1ng 10 pensron and postretlrement beneﬁt plans is prov1ded in the .
tablé below "

' ' . by ' L

TR TR S I - " .
LTt e e oo ' T * Pension Health Care and Life
+10% -1.0% +1.0% -1.0%
Discountrate ............... e $(H$ 2 $3 % 3
Expected return assets . © . ... .. .. .. i i i 8 1 _ —
Healthcare trend rate ... .. it et it ca it annnees e, — — 3 (2)
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: We do not have any off-balance sheet arrangements that are material to our results of operation, financial
condmon or liquidity. e i o : :

4+ _ -~

Off Balance SheetArmngements

* [
Recent Accounting Pronouncements
i . ‘ .
Accounting for Uncertainty in Income Taxes .~ .-, - - o

In June 2006, the Financial Accounting Standards Board (“FASB”) issued Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes”, an inter;')rctalion of SFAS No. 109, “Accounting for Income
Taxes” (“FIN 48”), to create a single model to address accountmg for uncertainty in tax positions. FIN 48
clarifies the accounting for i income taxes by prescrlbmg a minimim recognition threshold a tax position is
required to meet before being recogmzed in the financial statements. FIN 48 also provides guidance on
derecognition, measurement, classification, mterest and penalues accounting in interim periods, disclosure and
transition. FIN 48 is effectlve for fiscal years beginning after December 15,2006. We will adopt FIN 48 as of
January 1, 2007, as requ1red The cumu[atlve effect of adopting FIN 48 w1ll be recorded in retainéd earnings, We
are currently evaluating the potential impact this standard will have on our financial position and results of
operations.

* - i

Fair Value Measurements . - - T i

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measuremems” (“SFAS No. 157™), which
defines fair value, estabhsheq a framework for measurmg fair value under GAAP, and expands disclosures about
fair value measurements. SFAS No. 157 applles to other accounting pronouncements that require or permit fair
value méasurements. The new guidance is effective for financial statements issued. for fiscal years begmmng
after November 15, 2007, and for interim periods within those fiscal years. We are currently evaluating the
potential impact of the adoption of SFAS No. 157 on our consolidated financial position, resulis of operauons
and cash flow respectively. -

Item 7A. Quantitative and Qualitative Disclosures About Market Risk. ! 4 oL .

We are exposed to various types of markct risk in the normal course of businéss. In pamcular, we are
subject to interest rate vanablhty pnmarlly assocmted with borrowmgs under our credit facilities. The debt
covenants under our credit agreemems requ1re us to employ risk managemenl strategies to minimizé our
exposure to market nsk . 1 ‘

Approxnmately 31% of our outstanding debt at Deccmber 31 2006, is fi xed-rate debt Whlle change‘; in
interest rates impact the fair value of this debt, there i is no lmpdct on earnings and cash flows because we intend
to hold the debt until maturity unless market conditions are favorable or other factors force us to retire the debt
early, -

We performed an interest rate sensitivity analy51s on our variable-rate debt. The analysis mdlcates that a
0.5% increase in our average interest rate would reduce our 2006 pre-tax earnings by $46 million, without taking
into account potential hedging activities required by our debt covenants. While earnings and cash flows are
impacted as 1nlere%t rates change our variable-rate debt i 1s not subject to changcq in fair value.
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Report of Independent Registered Public Accounting Firm " t

The Board of Directors and Shareholders of Idearc Inc.
. i

We have audited the accompanying consolidated bal‘ance sheefs of Idédre Inic. and subsidiaries as of
December 31, 2006 and 2005, and the related consohdated statements of income, shareholders’ equity (deficit), -
and cash flows for each of the three years in the period ended December 31, 2006. Our audits also included the
financial statement schedule listed in the Index at ltem 15! Thesé financial stateménts and schedule are the
responsibility of the Company’s management. Qur l‘eSpOHiSlblllty is to express an opinion on these financial .
statements and schedule based on our audits. ‘ )

We conducted our audits in accordance with the standards of the Public’ Company Accountmg Oversight
Board {(United States). Those standards require that we plan and perform:the audit to ‘obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged to perform an
audit of the Company’s internal control over financial reporting. Our audits included considefation of internal
control over financial reporting as a basis for designing audlt procedures that are appropriatein the; . = .
circumstances, but not for the purpose of expressing an optmon on the effectiveness of the Company s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on’
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation, We believe that our audits provide a reasonable basis for our opinion,

l

In our opinion, the financiai statements referred to above present fairly, in all material respects, the
consolidated financial position of Idearc Inc. and subsndlanes at December 31, 2006 and 2005, and the
consolidated results of their operations and their cash ﬂowls for each of the three years in the period ended
December 31, 2006, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

As discussed in Note | to the Consolidated Financial Statements the Company changed its method of

accounting for share-based compensation effective January 1, 2006 and for pension and other postretirement
benefits effective December 31, 2006.

/s/ Ernst & Young LLP

Dallas, Texas
March 6, 2007
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Idearc Inc, and Subsidiaries

Consolidated Statements of Income

- ' . Years Ended December 31,
s . 2006 2005 2004
. P , {in millions, except
. per share amounts)
Operating Revenue ]
Prnt prodUuCES . ..ottt ettt vt e e e e e $2978 $3,147 $3,318
(137 o 1= SR RO O e .. . 230 197 ¢, 165
Other.............. et e e e e e s R L . 30
Total Opei'ating Revenue ..............cccooienn. S :_.i ..... R 3,221 - - 3374 3,513
Operating Expense - . S IR P RN
Selling . ... ......... . e e e e e e 732 646 681
Cost of sales (exclusive of depreciation and amortization) . .................. : 629 622 "+ 582
General and administrative .. ... ... ... i e 448 374 - - 563
Depreciation and amortization .. .............oovvvenens R e -89 ¢, 91 86
Total Operating Expense .. .. .......... e S S " 1,898 - 1,733 - 1912
OPerating INCOME . . . .. ..o oottt 1,323 1,641 1,601
Interest expense (INCOMEY, NEL . . .. .. u vt i e e e . . 60 . (16): -+ (12}
Income Before Provision for Income Taxes e e e 1,263 ¢ 1,657 1,613
Provision for INCOME LAXES . . oo v rnnrrees e AT S 491 632" ' o4l
NetIncome .......... PO PPN LT s m s 8 9
Bﬁsip and ‘diluted earnings per common share ............ e e $529 $703 $ 6.66
Bagié and ;lilu{ed shafes outstanding ...................... I IERR SR . 146 o 146.4 . 146
- B M " o
3 W s e
! T u! 1 T PR r e
15 Tt P N >
- i Aty ot ioon
be! ¢
- s Tt 1
) SLE i N
o l_ " { - s Lol

See Notes to Consolidated Financial Statements.
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Idearc Inc. :'m'd Subsidiaries

* Consolidated Balance Sheets . -

. T : Al December 31,
. :‘ ’ 2006 2005
| (in millions, except
' per share amounts)
Assets | o £ or
Current assets: [ : - , : : Co S
Cash and cash equivalents .................... e -$ 172 $ —
. Notereceivable due from Verizon .. ....... . ... . . . — 348
.Accounts receivable, net of allowances of $76 and $80 .................. PP 325, 366
Deferred directory costs ... ........... ... 147, 168
Current deferred.tax assets . . ................... TP e 50  ,33
Prepaid expenses and other .. ... ... e P G - 13 v 27
Total current assets . 4% ........ e e e e e e e e C 707 - 942
Property, plant and equipment . ................. e e, © 474 511
Less: accumulated depreciation . ................. L P, 331 347
oL | | _ . 143, e
Goodwill ......... R TR P w130 - 70
Other intangible assets,net ........ R RN SR seeeregneen e o 1030 123
Pension assets . ... ... NETETETT e e . 174 . —.
Non-current deferred tax assets ............ S e ' 21 113
Debt issuance costs .. ....... N P 97 -
Total assets ... . ... -.';_ ......... e e, e e e e $1,3180 781,412
Liabilities and Shareholders’ Equity (Deficit) . I I o
Current liabilities: :
Accounts payable and accrued liabilities .. ........0 ... .0 i $ 412§ 332
Deferred TEVENUE . .. .o\ttt et e 190 209
Current maturities of long-termdebt ......... ... R P 48 —
Other . e e e e e 42 43
Total current Habilities . . .. ..o oe et et innn e 692 584
Longtermdebt................ . ..o L 9,067 —
Employee benefit obligations ....................... e e 401 499
Other liabilities . ... e PR 4 4
Shareholders’ equity (deficit): .
Common stock (8.01 par value; 225 million shares authorlzed 145,851,862 shares
issued and outstanding in 2006) . .. ... .. L L e e e 1 —
Additional paid-in capital (deficit) ............... o e e e (8,786) —
Retained earnings . .......... .. ... il e e 7 —
Accumulated other comprehensive loss ........... e (68) —_
Parent’sequity ........... ... i, I —_ 325
Total shareholders’ equity (deficit) ................... L (8,846) 325
Total liabilities and shareholders’ equity (deficit) .. ... ... e $1318 $14i2
|
i
See Notes to Gonsolidated Financial Statements.
o
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Ideare Inc. and Subsidiaries

Consolidated Statement of Changes in Shareholders’ Equity (Deficit)

(in millions)

-__ _- ) N . o Additional Accumulated
Paid-in Other
Common Capital Retained  Comprehensive  Parent’s o
. . Stock® (Deficit) Earnings® Loss Equity -~ ' -Total -

Balance at December 31,2003 .." $ = — $ ~— § — § — § 268 2%
Netincome ... ................ — — — —_ 972 .. 972
Dividends / returns of capital paid . R b - Lo

to former parent .............. . — — —_— = (934) - - (934
Other ..... . — — . —_— -— 53 .+ 53
Balance at December 3i, 2004 ... — — — — '_" ' "317 To317
Net income . ......... RS , — — _ 1,025 1,025
Dividends / returns of capital paid , ‘ o !

to former parent , . ........... — —_ — —_ (1,058) + (1,058)
Other ....... e e e s - -_ _— oo = s 1 . 41. . 41
Balance at December 31,2005 ... = — — —_— 325 325
Netincome - ........ e — - 7 R [ 772
Dividends / returns of capltal o’ RN S
* . paid to former parent. .. ... .. —_— ..o— o — —_ - .(652) - . (652)
Pre-spin-off transactions with Do

former parent ... ........... — —_ . — - . 245 -+ 245
Final distribution to former - .

parent .................... = 1722y @ - — . .(707) - (2,429)
Issuance of common stock ...... 1 (1) — — L= —
Issuance of debt securities ... ... — (7,063) — B it L " (7,063)
Adoption of dccounting s S A X

standard—SFAS No, 158 ... 1 — P — T (68) - . (68)
‘Other ...t Lieen — B R DR .
Balance at December 31,2006 .. $ 1% (8786)% 7 $ (68) $ —,"s (8,846)

(1) The number of shares issued on November 17, 2006, was 145,851, 862 No addmonal shares were issued

through December 31, 2006.

{2) Represents net income from November 18, 2006, through Dec_ember 31, 2006.

Sée Notes to Consolidatéd-Financial Statements.
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Idearc Inc. and Subsidiaries

. + ., . Consolidated Statel'tlents of Cash Flows- -, .,

i
i

See Notes to Consolidated Finqncial_ Statements.

! .
R Years Ended December 31,
.t ! ] K 2006 2005 2004
ghas B N M1e
o . . , ' (in millions)
Cash Flows froin Operating Activities '~ . .\ . Co
Netincome ... 0. .0 7 0.7 L e $ 772 $1025 $§ 972
Adjustments toreconcile net income to net cash provided by operating ' v M
. dctivities: : ; - : R
Depreciation and amortization expense . ......... P -8 .- 91 - 86
- *Employee retirement benefits ... .. e . e . 50 148 10401
_ D_eferredjncome TXeS . ... e [RERR . (55 11 - 123
, Provision for uncollectible accounts ............ e USRS - 140 167 233
Changes in-current assets and liabilities [ '
Accounts receivable .. ........... ... ..., A SO _ (96) (120 Qi
Deferred directory costs .. ................ e P20 6 (4D
Othér current assets ......... T AP S - 6 - — . > 1
£ _Accounts payable and accrued liabilities .. .......... .......... - 33 (44) ' (99)
LOther,net, ... e AP R - 56 51
Net cash provided by operating activities. ........... .0 ..o iy, 993 1,239 . 1,170
Cash Flows from Investing Activities ; o, Lo
Capital expenditures (including capitalized software) . .......... e . @6 - -(78)-+ (8B
Acquisition .. ... ... . oo e e v (16)- - == R
Proceeds from-sale of assets . .......... e T 20 S |
Other, DeL ...t e e e e e e e . 19 - a2 0 (D
'Net cash used'in investing activities ............. IO e @n (76) (77
_Cash Flows from Financing Activities o . ) -
Proceeds from issuance of long-termdebt . ............................. 1983 . . — . —
_Change in note receivable due from Verizon ........... L 348 ., (105) (159)
Dividends / returns of capital paid to former parent ............ P _ (652}  (1,058) (934)
,Final distribution to former, parent .. . .. P e T (2429  — ' —
Net cash used in financing activities “. ... .. .=...". /.. b (780)  (1,163)  (1,093)
Increase in cash and cash equivalents .. . . .. e o b ..o oL 172 — e —
Cash and cash equivalents, beginning of year .......... e —_ - —_ ., =
Cash and cash equivalents, end of year .5.... - . ... .. RS ‘$ 172§ — 5 —
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Note 2 . . S e e v

‘a0 R vy, . .
Spin-off Transaction * o :
4 £l
In connection with the spin-off, there were several transactions recorded between the Company and
Verizon. The transactions related to pre-spin-off activities and the actual spin-off transaction. There were also
certain spin-off transactions that impacted the income statement. '

P

.- . .
) . N [ LI . . ' L7 B L L

Pre-Spin-Off Activities - . ' e

C ) e " . ot

‘Prior to the spin-off, several transactlons were recorded which mcreased parem s equity by $245 million.
The most sngmficam transactlon totaled $188 ITll”lOTl and pertamed 10 recogmzmg the'| pension plan and other '+’
post-retirerient benefits (“OPEB“) for thie Company on a stand-alone basns in'accordance with the applncatlon of
pension and OPEB accountmg standards (SFAS No. 87, No. 88 and No. 106). See Note 11 for further - :
information. The remaining net adjustments of $57 million pertained to the transfer of ‘several asseis and” '
liabilities between the Company and Verizon based on the terms and conditions of the spin-off transaction.

Spin-Off Transaction

As a result of the spin-off transaction, parent’s equity was reduced to zero through a. reduction of $707
million and a series of transactions. were recorded to additional paid-in capital (deficit) totaling 38, 786 million. ..
On the date of the spin-off, we received the cash.settlement of our intercompany notes receivable balance due
from Verizon of $588 million. Also; the Company received cash proceeds,from the issuance of long-term debt of
$1,953 million ($1,965 million before debt issuance costs) and recorded $7,150 million. of iong-term debt ..,
($7,063 million after debt issuance costs) associated with an exchange of debt with Verizon. The exchange of
debt with Verizon of $7,150 million was recognized on our, balance sheet as long-term debt;. with an offsetting
deferred debt issuance asset of $87 million. The net impact of $7,063 million was recorded to additional paid-in
capital (deficit) resulting in a deficit equity position. No cash proceeds were received by Idearc. Upon receipt of
the proceeds from the note receivable and long-term debt of $2,541 million, we paid a final cash distribution to'”
Verizon of $2,429 million. Additionally, approximately 146 million of Idearc common shares were issued to ;

Verizon shareholders as a dividend in the ratio of one share of the Company’ s common stock for every 20 shares
of Verizon common stock outstanding.” : Lo T

Income Statement Impact

Wé ‘recorded a pre-tax charge of $39 million ($24 million after-tax) in general and administrative expense
assocnated wnth Verizon stock-based compensation awards, which vested as a result of the spin-off. This Jliability
was then transferred to Verizon through parent’s equity as discussed above, Add1tlona]ly, we mcurred pre-tax

non-recurring. separauon costs of $30 million (326 million after-[ax) assocmted with becommg a stand-a]one
entlty

Asa resu]t of incurring $9,115 million of long-term debt, we will incur a significant amount of i interest
expense. Our results for the year ended December 31, 2006, only include interest expense from November 17,
2006, through December 31, 2006, of $86 million, For the year ended December 31, 2007, interest expense will

be approximately $700 million, based on interest rates as of December 31, 2006.
Note 3 - . [ T , [ . ‘o e T

Sales of Business

During the second quarter of 2004, Verizon entered into an agreement to sell our directory markets in
Hawaii. This transaction closed during the second quarter of 2005. In connection with this transaction, our
Hawaii operations were transferred to our former parent at net book value with no gain or loss recognized by the
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I
Company. Hawaii results of operations are included in our financial statements through the secoad quarter of -
2005 and do not exist in subsequent periods. Revenue was $22 million and $66 million in 2005 and 2004,
respectively. I

: . . . . P , . . - .
tr .. . . B i pooa i . L Ve

Note 4 Co ‘ , 7
Long-Term Printing Contract and Sale of Printing Assets

On February 16, 2006, we entered into a multi-year outsource printing agreement. Beginning in the second
quarter of 2006, we outsourced all the printing services folr our directories. Prior to this arrangement, we printed
approximately 407 of our drrectones at our own printing plant facilities. By oulsourcmg all directory printing
services, we expect to realize reduced printing and shlppmg costs over the contract term. Under a separate
contract, we sold our existing printing plant assets. As a reqult we terminated approximately 250 printing plant
employees in the first half of 2006.

[ - ‘. ‘ '

Note 5 ' i
Acquisition ‘ ' -

On July 20,:2006, we purchased Inceptor Inc. (“Inceptor™), a provider:of Internet search engine -marketing
technology, for approximately $16 million and assimed Habilities of $4 million. Inceptor was a privately held

company with 45 employees. This trarisaction will help Superpages.com to further maximize Internet traffi icto” -

advertisers who want qualified sales leads: The lramaction complements existing search engine marketing
products that both companies provided. The historical operatmg results of Inceptor are not significant compared
to the Company’s historical operating results. From the date of acquisition through December 31, 2006, we

recorded $9 mitlion of Intemet revenue assocrated wnh lnceplor ‘ Foe
Notc6 L o e + " . y. -
Property, Plant and Eqmpment IR SRR Tl e co

The followmg table dlsplay‘; the details of property, plant and equlpment as of December 31 whlch is stdled
at cost:

| 2006 2005

e b o | ‘ : Pt Tnmillions)
‘Land, land 1mprovement~; and burldmgs S L 8T S 68
Leaseholdlmprovements...;.: ...... L ‘...'.;...'...‘.’..Z‘..‘..‘:..'.'*‘....'"’ ...... 61" - 57
Computér; dataprocessing, and other eqipment . T AL T269:0 v314
Furniture and fixtures ....................... e 57 567
Other .......................... e PR T 16 16
| ; . ‘CJ:; - \ "' ’ | o e i ' o "" : | '474 3 '5]‘1 i
Less accumulated depreciation ................ . PR agee oo s 3 a7,
Total ............... S e, i Lo $143. $l64.

Depreciation experise for the years ended December 31, 2006, 2005 and 2004, was $42 million, $45 million.
and $46 million, respectively,

T

“At December 31, . "




Note 7 - Co
Goodwill and Other Intangible Assets . . ‘ . L . , e
Goodwill * “_- ‘ ’ . : . ‘ : - o ;.«.:_. : L

Y 1 +

' Changes in the carrymg amount ‘of goodwﬂl for the year ended December 31, 2006, were as follows ‘ .

T T . H - T oo .t “(in mllllons)
Balance at December 31,2005 .. ............ e A A SR | 70 -
Acquisition . ... ... ... . PR 20
Goodwill'reclassifi'cations andother....... . ... ... T P SR T {nH
Balance at December 31, 2006 ....................................... PUUUUTTRREE S < I
o, \ . v z [ "} A . R

Goodwﬂ] of $20 mllhon recorded associated with the dcqmsmon noted above is tax deductible.

There were nq changes (S the carrying afnount of goodwill during 2005.

Other Intangible Assets

i The followmg table disp]ays the details of other mtanglble assets at December 3k
! IS o .

1 : . : . . o ) . ‘ . At Decélﬁber; 3,
' 2006 2005
{in millions) ,

[ . . . - VoL e '
v . . 5 .

Internal use software:
Gross camying amouUnL .. ... ..ottt $272  $292

Less accumulated amortization .. ........ e e 169. 169
Net book value, ...... o A S S i _ §103 - 5123
r ' ' . - v ’ ’ Cor -

Internal use software is amortized over a three to seven-year period. Amortization expense was $47 million,
$46 million, and $40 million for the years ended December 31, 2006, 2005 and 2004, respectively. This experise
is estimated to be $41 million in 2007, $30 million in 2008, $18 mllllon in'2009, $7 million in 2010 and :

$2 milliorr in 2011 for-the software capitalized at December 31, 2006.
N 1 1
Note 8
Debt Pt e
Long-Term Debt oty e K ’ .
Oillsrtar}c_iih'g long—leg:m _deBt leigetiqns are as fﬁ]lb‘ys': o ' 1 "‘ , . ” ) .
T, .o s o . ‘At December 31,
At [ . tInterest Rates Maturities + 2006 2005
. . S weoot P : “ (in millions)
Senior secured credit facilities:
Revolving credit facility ............. T ¢... LIBOR+150% -+201F = $§ — § —
Tranche A facility . ............ oM e o s LIBOR + 1.50% - 2009-2013: . 1,515 -
Tranche B facility .............................. LIBOR + 2.00% 2006-2014 4,750 —
Total senior secured credit facilities .. .................. ' 6,265 =
Seniorunsecured NOIES . ... vttt i e 8.0% 2016 2,850 —
Total fong-term debt, including current maturities .. ....... ' 9115 —
Less: current maturities of long -termdebt ....... e S el AR 48) - —
Long-term debtI ........... Lo AT ' ‘ o ' $9,067 $ —




Senior Secured Credit Facilities

On November 17, 2006, the Company entered into sénior secured credit facilities (the “Credit Facilities™); + -
which consist of: a) Tranche A term loan facitity of approximately $1,515 miltion (the “Tranche A Facility™),
(b) Tranche B term loan facxllty of $4,750 million (the “Trdnche B Fac11ny”) and (c) a $250 million revolwng
credit facility* (“Revo]vmg Credit Facility™), which matures and is'due on November 17,2011. The Credit
Facilities, are guaranteed by substantially all of the Company s subsidiaries and are secured by substanually ail
present and future assets of the Company and its subsldmnes vy ‘* :

Payments of principal and interest under the Tranche A FaCIhty are due qu.lrterly with principal payments
beginning in 2009, and a final payment due at maturity on November 13, 2013, Prmcrpal payments under the
Tranche A Facility amortize as a pércentage of the total term loan in an amount per quarter equal to the
following: 2009 - 1.25%; 2010 - 2.50%; 2011 - 3.75%; 20]2 5.00%: 2013 (first three quarters) - 12.50%;
Maturity - 12.50%. The‘Tranche B Facility is payable in equal quarter]y installments beginning in-2007 in an
amount equal to 0.25% per quarter, with the balance due on the maturity date of November 17, 20]4 At
December 31, 2006, the interest rates on the Tranche A Facnhty and the Tranche B Facﬂny were' 6.85% and
7.35%, respectively. !

' .
. “ron oy

At December 31, 2006, approximately $249 millionwas available for borrowing (net of $1. million of leiters
of credit issued) under the Revolving Credit Facility. The Company pays a commitment fee of 0.375% for the
unuséd pomon of the Revolving Credit Facility, calculated based on the daily unused amount and payable on a
quarterly basis. Proceeds from the Revolving Credit del]ty are available to pay fees and expenses related to the
spin-off from our former parent, for working capital, andgeneral corporate purposes.

|

ng

Senior Unsecured Notes. . ) S ca, ,

The outstanding senior unsecured notes of $2,850 million (“Senior Unsecured Notes™) were issued under an
indenture dated November 17, 2006. The Senior Unsecured Notes mature on November 17, 2016. Interest is
payable semiannually (at 8% per.year) in cash to holders of Senior Unsecured Notes of record beginning in
March 2007. The Senior Unsecured Notes are general unsecured obligations of the Company and are effectively - !
subordinated to all secured,indebtedness of the Company, to the extent of the value of the assets securing such
secured indebtedness. The Senior Unsecured Notes are not currently registered with the Securities-and Exchange
Commission, but the Company expects to register them in 2007,

Debt Covenants and Maturities :

The Credit Facilities and Senior Unsecured Notes require the Company to comply with customary |«
affirmative and negative covenants and includes customary, events of default Included in these covenants 1s a
quarterly leverage ratio (total indebtedness to earnings before interest, faxes, deprecrat:on and amortization, as
defined) covenant calculation. Our financing arrangements contain restrictions on our ability to pay dividends on
shares of our common stock based on meeting certain perfomlance measures and complying with other
conditions: At December 31, 2006, we are in comphance with all of our debt covenants.

Maturities of long-term debt outstanding at December 31, 2006, are $48 million in 2007, $47 million in
2008, $123'fﬁilhon in 2009, $199 million in 2010 $275 mllllon in 2011 and $8,423 million thereafter :

:l.\' Tk . _! ) . . ! .‘ .ot '

Note 9 ’- R I R PR ]

e — .
e IS * . . e [
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Leesing Arrangements . i

. We lease eertain facilities and equipment for use inlour,operutio‘ns under operating leases. -th_al netrent: . |
expense under operating leases amounted to $32 million in 2006, $32 million in 2005 and $33 millipn in 2004.

62
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The aggregate minimum net rental commitments under non-cancelable leases at December 31, 2006, are

shown for the periods below: - . - - . A L B U A T R L
I Oderati'ng i
Leases
Years: o ({in millions) -
2007 ... P e P $ 26
2008 .. ... J A U SIS A S S v 9
2009. .. .. S S O At e 13
2010, .. . Ll LA SRR Lol Lol T N "7
2000 e e e 3
Theredfter ""“‘ ! —
Total mmlmum rental commnmenl-; ............ 0 e i $ 68
[ i ) o v
Note 10, . 4 i .t s 1 Yy Sty ban
Loy SR T Tt o, O A T S S ;_‘1,; p-fe e
Shareholders Eqmty (Deﬁcrt) AT
Common Stack
L s ' ‘ LN 7

The Company has aulhorlzed 225 mllllon %haree of §. OI _par value common stock (“Common Stock’ )
Holders of the Company’s Common Stock are. entlt]ed to one vote per share,, ln conjunction with, the: 'Spin- off

+
Y

145,851,862 shares of common stock were issued to the ehareholders of Verlzon as a dividend in the ratio of one:

share of the Cfomp;_my_s common stock for every 20 sha_res of Verizon common stock outsmndlng

. . . . i o . e ’

; LA . 1

Additional Paid-in Capital (Defi cu) Lot A e ot Jao

The Company has a “deficit in addmona[ pdld in capltal Yof $8 786 mllhon due to the followmg tranqdcuonq
related to the spin-off from Verizon.

Vie

] . ‘.‘F '( N "_“
At December 31,
. e 120060 . 2008
T L I SR P ] W s a0 o X - (i millions)
> Portion of final'distribution-to:former parent - ANTIETT S SUN AN MRS SRRPUR. £ We b7 TEI SRR
. Issuance of common'stock:. ... ... 0L L P ot vy o —
Issuance of debt cecurmes T e PO A Lo (7,063 0 o~
Addlllonal pa1d m capnal (deﬁcn) ..... : ..... PR H : .".‘.’. S o ‘_$(8,786) $ =
! " R L T TR TR AN I N ACREVENPE B i
The ﬁnal dlsmbuuon,to our former parent was $2.429 mllhon of which $1,722 mllhon was recorded to
addmonal paid-in capital (deficit) and $707 million was recorded as a reduction of parent’s equity. ., .,

The exchange of debt with Verizon of $7,150 million was recognized on our balance sheet as long- tenh
debt, with an offsetting-deferred debt issuance asset of $87 million. The net impact of $7,063 millipn was .
recorded to additional paid-in. Cdpl.tr.ll (deficit) resulting in a deficit equny position. No cash proceeds were

| recelved by Idearc. See Note 2 for additional information. - . ., .,. r- .. . t o,
|

| Lo ot " I Ao i bl ’ RS Vot

i Note 11 - -, AT N T, i . T H St . Vo

Pension and Other Postretirement Benefit Costs’

The Company’s pension plans are noncontributory defined benefit pension plans. The postretirement health

care and life insurance plans (“OPEB™) for our retirees and their dependents are both contributory and
noncontributory and include a limit on the Company’s share of cost for recent and future retirees. We use a
measurement date of December 31 for our pension and postretirement health care and life insurance plans.
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The pension and OPEB plans for some of our employees are subject to collective bargaining agreements.
Modifications in benefits have been bargained from time to time, and Idearc may also periodically amend the
benefits in the management plans. \

Spin-off Transactions

Prior to the spin-off from Verizon, we participated in' Verizon’s pension and OPEB plans. Pension and
OPEB expenses and benefit payments were allocated to lhe Company based on Verizon’s allocation
methodology. At December 31, 2005, we had a pension l:ablllty and OPEB liability of $232 million and $1 80
million, respectively. Effective with the spin-off, Idearc created its own employee pension and OPEB plans that
were substantially similar to the Verizon plans, Pension plan assets were transferred from Verizon based on ‘the
requirements of Section 414{1) of the Internal Revenue Code for all Idearc individuals whose accrued benefits
were transferred to an Idearc pension plan. This calculation fesulted in the pension being transferred to'the
Company in an over-funded position. An initial pension anet transfer equal to 90% of the estimated asset
transfer was completed after the spin-off and prior to December 31, 2006. The final transfer amount, an estimate .
of which is included in plan assets at December 31, 2006, w:ll be based on actuarial ca]culauons that wnll be
completed as soon as practical. :

] .

The Company and Verizon calculated the Company’s pension and OPEB funded status on a stand- a'lone
basis to reflect the terms of the spin-off transaction in accordance with SFAS No. 87, “Employers’ Accounting
Jor Pensions”, SFAS No. ‘88, “Employers’ Acwummg for Setlements and Cuirtailments of Defined Benefit
Pension Plans and for Termination'Benefits ", and SFAS No. 106, “Emplayers Accounting for Povtrenrement
Benefits Other Than Pensions”.-As aresult of the calculation, the pénsion liability of $214 miillion pridr to the
spin-off was adjusted to an asset of $142 million and the OPEB liability of $198 million prior to the spin-off was
increased to $244 mitlion. The net change of $310 million was reflected as an increase to parent’s.equity of $188
million on an after-tax basis. See Note 2 for further. disc;usision of other spin-off transactions.

. .
[

r

Adoption of SFAS No. 158

On December 31, 2006, we adopted the recognition and disclosure provisions of SFAS 158, “Employers
Accounting for Defined Benefit Pension and Other Post Retirement Plans”. SFAS No. 158 required us to
recognize the funded status (i.e., the difference between the fair value of plan assets, and the benefit obligations)
of our defined benefit pension and OPEB plans in our December 31, 2006, balance sheet, with a corresponding
adjustment to accumulated other comprehensive loss, net of tax. The adjustment to.accumulated other.
comprehensive loss at adoption represents the unrecogmzed net actuarial losses, and unrecogmzecl prior service
costs, all of which were previously netied against the pIans funded status pursuant to the provisions of SFAS
No. 87 and No. 106. These amounts will continue to be recognized as a component of future net periodic benefit
cost. Further, actuarial gairis and losses that arise in future periods and are not recognized as net periodic cost in
the same periods will be recognized-as a component of other comprehiensive loss. Those amounts will also be
recognized as a component of future net periodic benefit cost. ‘

The incrémental effects of adopting the provisions of SFAS N6. 158 on our balance sheét at December 31,
2006, resulted in an increase to the pension over-funded status of $25 million and an increase to the OPEB under-
funded status of $148 million. The after-tax impact of these adjustments of $68 million was recorded as an -
increase to accumulated other comprehensive loss as of December 31, 2006. The adoption of SFAS No. 158 had
no effect on our consolidated statement of income for the year ended December 31, 2006, or for any prior period
presented, and it will not affect our operating results in future perj?ds.




Benefit Costs

. The.components of benefit costs are as follows:
. e T . .

Net periodic benefit cost

Pension

Health Care and Life "

At December 31,

At December 31,

2006 2005 2004

2006 2005 T 2004

(in millions)

$13 $19° §$19

' (in millions)

$34 $29° $33

T

-

_“Income deferral plancharge .................. 7 — . = — = - —
Settlement 10SS . .. ..o —_ — 10 — — —
Curtallment loss (gain) ...... TR TES SPE ( ) IS I EPaPi -SR-S O D M £

TOAE COSE v v e et e e $ 16 $ 30 $29 $3 §$18 §33

o S A AELLE B Lo #

In 2006 as a result of the spin-off from Verizon, we recorded a charge of $7 million pretax. ($4 mllllon o
afler IdX) associated with the Income Deferral Plan. This l1ab11|ty was subsequently transferred 1o Venzon ‘

In December 2005, Verizon announced that Verizon management employees will no longer €arn pension
benefits or earn service towards the Company retiree medical subsidy after June 30, 2006. In addition, new
management employees hired after December 3152005, are not eligible-for pension benefits and managers with
less than 13.5 years of service as of June 30, 2006, are not eligible for Company-subsidized retiree healthcare or -
retiree life instirance benefits. Beginning July 1, 2006, management employees received an increased Company
match on their savmgs plan contributions,

As a result of these changes, we recorded a loss of $1] mll!_lﬁ)n for pension curtailments and a gain of $11
million in 2005 for retiree medical curtailments, which were recorded in accordince with SFAS No. 88, ..
“Emp!oyers Accoummg for Settlements and Curtailments of Defined Benefit Pension Plans and for, T, ermmanom
Benef ts,” and SFAS No 106, “Employers' Accoummg for Postretirement Benefits Other Than Pensions.”

] _We recorded pension settlement losses of $10 million in 2004,related to employees that rece:ved lump-sum
distributions in connection with the voluntary separation plan that commenced in the fourth quarter of 2003,
These charges were recorded in accordance with.SFAS No. 88, which requires-that'setilement losses be recorded
once preqcnbed payment thresholds have been reached.

" The following tables summarize benefit costs subsequent to the spin-off, as well as the berefit obligations,
plan assets, funded status and rate assumptions associated with pension and postretirement health care dnd life
insurance benefit plans for 2006. The structure of Verizon's benefit plans does not provide for the séparate
determmatton of certain disclosures for our Company for periods prior to the spin-off on November 17, 2006.

Lo L L A A R . . ‘e Healthare
Pension. and Life

{in millions, except-

% amounts)
Change in benef’ t obligation: ) -
At November 17,2006 ............. L PR P L.l $639 0 U400
Service Cost ... e e e | l
TNEETESL COSL v v v oo eeie e L s AT S
Actuarlal (gam)/loss net P e e (42) (13)
Benefits paid .............. PN e e e (8) — .
Other....... ........... P U e " T2
Benefit obligations at December 31,2006 .. ... ... . i $594 $392 ,

- . . . - - - P I
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Health Care
Pension and Life

l ot s . (in millions, except

1 % amounts)
Change in plan assets: Cor i
At November 17, 20067, .. ... FE e $ 754 § —
Actual return on plan assets .. .31, o0 0L e e 14 —
Companyconmbutmns LI S .! ...................... R 1 —
Benefits pald ................. R P e e e @& = —
Plan assets at December, 31, 2006 . TR b R .. $761 .§.—
Funded status at December 31 2006 (ptan assets less beneﬁt obhgatlons) ....... S0 %167 00§ (392)

?‘ ) E "“ B "l- Y : . - . v ' L}
Amounts recognized in statement of financial position: ! .
Noncurrent assets . ....... PRI PR R S T T T $174 | $ —
Currerit llabllmes ..... e R R P [P — T(22)
Noncurréat liabilities .-, .. .. U O OO R V) (370)
Netass@t)_‘(llablhty) atendofyear ...... ,“ ..... e 3167 $ (392) .
R [N Ve . e ! A LI L ‘ v

Amounts recogmzed in accumulated other comprehenswe loss (pre«tax): T e e T .
Actuarial (gain)/loss, net . :............. R A e S S $ 40y $ 109
Prior service cost_........... R RLER LR TR PP PR PPPPY e R b c .39

; - oo 5{25) 0§ 148

; 4 il r i, .
Wetghted average assumptmns, at December 31 2006 } e _ L
Discountrate .................. AU PR P e, 600% 600%
Rate of compensation 1ncrease Sl Ll I N '400% 4. 00%
Initial trend rate ... ....." T N e A S S S A e — 10.00%
Ultimate trend [ate - . ... ..o e e e et — 5.00%
Yearattained L P SN 00 DA D AP A Sl st 2011

. . . 'S N o, . ‘ . . ey

Components of net periodic-henefit cost subsequent to the spin-off: ' Lo .
Service COSL ... e i SR T R P
Interestcost ........ e e P RS .. 4 2
Expected return on assets ., .. ........... s I e () B
Actuarial (gain)loss, net ........... R TIERTreTye e e T 1
Net periodic benefit cost (income) ... ... ... A S P S § () $. 4

Estimated amounts to be amortized from accumulated other comprehensive loss
-during 2007: .

Actuarial (gain)/loss . .. ........ . . i i e $— $ 4
Priorservicecost .......... ... .. .. .. ... 1 2
Total amount to be amortized ....................... e PR __’ $ 6
Weighted-average assumptions used for determining benefit cost: ' o _
DISCOUNLTALE «. L L L\ttt P 575% ' 5.75%
Expected returnon planassets . .. .................... P 850% , N/A,
Rate of compensation increase . ........ P e PR 400% " 4.00%
Initial trend rate ... ... ...... ... .. ........ P T T — 10.00%
Ultimate trend rate . . .. .. e SR SR R s . C— -5.00%
Yearattained ... ... ... .. ... e e — 2011




) Health Care
Pension and Life

(in millions, except
e amounts)

Expected beneﬁt payments (mcludmg Medicare Part D Subsidy):

2007 .. JRTR R SOOI $31  §23
2008 ... e DU IR e 2. 25
2009 ..o [ .36 26
2010 ..\t S e L 39 28
2011 v e SRR 59° 30

20120 2000 ... e ey . 296 154

The accumulated benefit obligation for the Company’s pension is $583 million at December 31, 2006.

Pension Pl&n 'Assets
]

The asset allocations for the pension plans by asset category at December 31, 2006, are as follows: ‘

P B r
1 - A

- Asset category . : E . - Percentage ’
Equity securities . .. ... . i 1%
DEBL SECURITIES . vt v e ittt ettt e et e et s 24%
Cash orcashequivalenls ......... . i 5% :
Total oot P ©100% T

In order to prolect the long-term target investment return for the total porlfoho esumates are prepared for
the total return of each major asset class over the subsequent 10-year period, or longer. Those estimates are based
on a combination of factors including: current market interest rates and valuation levels, consensus earnings
expectations, and historical long-term risk premiums. To determine the aggregate return for the pension trust, the
projected return of each individual asset class is then weighted according to the, allocation to that investment area.

' LE
) r . . 0

" Health Care Trend Impact—One Percentage Pomt ‘ o "

Assumed health care trend rates have a sngmficant effect on the amounts reported for the health care plans
A one-percentage- point change in the assumed health care, cost trend rale would have the following effects:

Lo T oo . : ‘Increase  Decrease

o d (in millions) *
Effect on total service and interest cost for 2006 . ...... ... ... . oo %3 $ Q)
Effect on December 31, 2006, postretirement benefit ... ............ ... . .. 37 G0

Assumptions Prmr ro Spm-off

The structure of Venzon s benefit plans does not prowde for the separate determmatlon of certain
disclosures.for the Company for periods prior to the spin-off on November 17, 2006. Accordingly, we have
provided the Verizon assumptions associated with 2005 and 2004. The actuarial assumptions used are based on
market interest rates, past experience, and management’s best estimate of future economic conditions. Changes
in these assumptions may impact future benefit costs and obligations.

The weighted-average assumptions used in determining benefit obligations are as follows:

e Pension Health Care and Life

v At December 31, At December 31,
. ’ ‘ 2005 2004 2005 2004
DASCOURLTALE « + + vt e e e e e e oo eaeen 5.75% 5.75% 5.75% 5.75%
Rate of future increases in compensation ....... 4.00 . 5.00 4.00 - 4.00




e Thc welghted -average assumptions used in determining net periodic cost are as follows;

Pension Health Care and Life
C o, tYeurs Ended December 31, ; -Years Ended December 31,
"t - _ T2005 2004 2005 2004
Discount rate . . . . . e " 575% 6.25% - - 5.75% 6.25%
" Expected return on plan assets ............... I 850 8.50 - 175 8.50
" Rate of compensat:on 1ncreaqe ............... " 5.00 5.00 T 4.00 4.00
. | : _ .
The assumed health care cost trend rates are as follo'\.v"s:
e v R B e " Héalth Care and Life
l At December 31,
! 2005 . <2004 - 0
Health care cost trend rate assumed for nextyear .. .. .. ............. wee o 10.00% . 10.00%
Rate to which cost trend rate gradually declines ....¢{......... ... ..... 5.00% 5.00%
Year the rate feaches level it is assumed 1o remain thereafter ............ 2010 - - 2009
. ! ' o
Note 12 - . ‘ . -
Employee Benefits

Prior to the spin-oft from Verizon, we participated in Verizon’s benefit pldns Effective with the sptn -off,
Idearc created its own emiployeé benefit planq that are substanttally 51m|Iar to the Vertzon plans

RS T 1 i
AT g : e, |-.=~ ' L b
:

quingsPIans. Lo o . ‘ . S L

) + 3 . ’ . » . . P -

We sponsor defined ‘contribution savings plans to prov:de opportunities for ehgtb]e employees to'save for
retirement on a tax-deferred basis. Substantially all of our employees are eligible to participate in these plans,
Effective with the spin-off, Idearc established three defined contribution plans-for the benefit of Idearc .
mdlwdualq These plans are substanttally similar to the Verizon Savings Plans. Under these plans, a certain
percemage of eltgtble employee contnbuttons are matched with Compdny cash dl]ocated to the pammpants
current investment eléctions. We recognu:c savmgs plan expenses based on our matching obligation attributable
10 our p.tmc:tpatmg employees. We recorded total savings pl:m expenses of $23 million, $17 million, and $16

million’in ye.lrs 2006,72005, and 2004, respectively, i

!
Severance Benefits l ’
We maintain ongoing severance plans for both managemem and associate employees, which, prowde
benefits to employees that are terminated. The costs for these plans are accounted for under SFAS No. 1 12
“Employers’ Accounting for Postemployment Benef 15.”"We uccrue for séverance benefits'based on thé terms of
our severance plans over the estimated service periods of the employees The' accruals are also based- -on the "o

history of actual severances and expectauonq for future severances. -~ = o :
,. i . - e . ' . i K LN el ey - ’ )
The following table provides an analysis of our Severance liability: .« e or e e,
, : — . Fchgtnmng of . Charged to, - - '
Year Year Expenset!’  Payments Other End of Year
' . t . (in millions)
000 ... . 0. A N [ 4 (12) — $8
2005 .., .. .0 T I PR $ 18 4 (5) (N $16

2004 oLl R AP U 1 14 — (80) ‘(6) 518

- T .
e Lt

(1) Includes accruals for ongoing employee severance.

T
4
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Note 13 T A LR PR U i T L

Stock Based Compensatmn

Pnor to the’ spm -off from Verizon. the Company participated in the Verizon Communications Long Term
Incentive Plan. Unider this plan, Verizon granted stock options, restricted stock units and performance stock units
to employees. Compensation expenses for these awards were $56 million, $24 million, and $16 million for the
years ended December 31, 2006, 2005 and 2004, respectively. As a result of the spin-off from Venzon the
awards under the plans vested for oureligible employees and the Company recorded a charge associated with
these plans of $32 million {$20 million afier-tax), which is included in the $56 million compensation expense
recorded in 2006. The after-tax liabilities associated with these plans were then transferred to Verizon as part of
the spin-off. The awards will be paid by Verizon based on the original vesting schedule. Subsequent to the
spin-off through December 31, 2006, we have granted no stock awards. .

Effective January [, 2006, the Company adop’ted SFAS No. 123(R) “Share-Based Payment” utilizing the
modified prospective method. SFAS No. 123(R) requires the measurement of stock-based compensation expense
based on the fair vilue of the award on the date of grant. Under the modified prospective method, the provisions
of SFAS No. 123(R) apply o all awards gr.mted or modlﬁed after the date of adopuon There was no lmpact to
the Company . .

Previously, effective January 1, 2003, the Company adopted the fair value recognition provisions of SFAS
No. 123, “Accounting for Stock-Based Compensation” using the prospective method (as permitted under SFAS
No. 148, “Accounting for Stock-Based Compensanon—Tranmmn and Desclosure "} for all new awards granted,
modified or settled after January 1,2003." ) - ! oo

[ AT A B | fr 4 et Ve *
| 'y,
Note 1_4' T

Income Taxes

Prior to the spin-off,-the Company had-been included'in‘ Verizon's consolidated federal and state income tax
returns, Howeverthe pravision for income taxes in our ¢onsolidatéd financial statements prior to the spin-off has
been determined as if the Company filed its own consolidated income tax returns separate and apart from
Verizbn;. SdbSeqnem to the spin-off, the Company will file stand-alone returns.

Idearc emered into a tax sharing agreement with Verizon, which governs Verizon’s and Ideagc s respective
rlghts responsnbllmes and obligations with respect to tax liabilities and benefits, the preparauon and filing of tax
retums the control of audits and other tax matters. The tax sharing agreement generally allocates responmbihty
for tax liabilitiés for periods prior to and subsequerit to the $pin-off and provides that ldéarc will be requ:red to
indemnify Verizon and its affiliates against all tax-related liabilities caused by the failure of the spm “off to
qualify for tax= free treatment for United States federal -income tax purposes to the extent these liabilities arise as
a result of any action taken by Idearc or any of Idearc’s subsidiaries following the spin-off or otherwise.result
from any breach of any representation, covenant or obligation under the tax sharing agreement or any, other
agreement entered into by Idearc in connection with the spin-off. C .
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The components of the provision (benefit) for income taxes are as follows:

Years Ended December 31,
. 2006 2005 . 2004

1] at L l]i.. I
o . N . - ool o i . . (in millions) 5
Current . ; , o, b . .,
Federal ....ovvoeeeenn.. SNSRI ST $449  $536  $432
State and local .. .......... e Ii U et 9T 8S 86
e B ©546 - 621 518, .
Deferred -~ ' - - I R , o ' . S
" Federal ... .. ..... P ﬁr ..... ' (45) 9 97
Stateandlocal ................ e L. . com (10) 2 26
. ., o o (55) 1123
Total provision for incoine taxes . ............ Lo e $491  $632 $641

The followmg table shows the pnnc1pal reasons for the diffetence between the effective income lax rate and
the statutory federal income tax rate:

|
Yoo i - ' i ' " Years Ended December 31,

" Statutory federal income tax raté . .. ........... . |. e ) 35.0% 35.0%  35.0% ‘
State and local income tax, net of federal tax benefits - L 4.5 34 4.5
Other,net ........ . ... it ian R @) @) E
Effective income taxrate ...................... : e e I89% 38.1% 39.7%

Deferred taxes arise because of differences in the:book and tax bases of certain assets and liabilities,
Significant components of deferred income tax.assets/liabilities are shown in the following table:

A
! . ;l L At December 3‘1,.‘ l
P 2006 2005
N ! . . ({in millions}
Deferred income tax assets: o o | Ce _ S
Employeebeneﬁts._.‘.'...'I....r...'...'."..r....l;....;....'....:....., ...... $123  $182
. Uncollectible accounts receivable ........... ! ............ [ L2 3
Contmgent liabilities .............. ... S S e 46 41
Gross deferred income tax assets e Fae e ! .......... e e 198 254
. -Deferred income tax liabilities: - e e [ v S
' Depreciation .......... DR I AN I P R e 46 60
Deferred directory costs . ........... T S + 48 48
Debt issuance costs . ..................... e 33
Gross deferred income tax liabilities ............. 'l .......................... 127 108
.Netdeferred INCOME tAXES .. oo oot e $71 S$l46
Amounts included in consolidated balance sheets: '
Current deferred tax assets . ... oo vt e i $50 $33
Non-current deferred tax assets .. ........... .. ... .. ... ... ... .. ... .. 21 113
$ 71 $146
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No valuation allowance was recorded in 2006 and 2005, because we believe that based on all available -+ ~
evidence it is more likely than not that the gross deferred tax assets will be rea.hzed In the ordmary course of ,
business, there may be many transactions and calculations where the ultimate tax otitcomie is uncertain. The
calculation of tax liabilities involves dealing with uncertainties in the application of complex-tax-laws: We- +
recognize potential liabilities for anticipated tax audit issues based on an estimate of the ultimate l:esolunon of
whether, and the extent to which, additional taxes will be due. Although we believe the est:males are reasonable,
no assurance can be given that the final outcome of these matters w1l| not be different than what 1s reﬂected in
the historical income tax provisions and accruals . L. N

. Tt i [T P B B Y

Note15 e S - e e

TR Y S

Segment Information S

" We are managed as a single business segment. Our multi-product business is primarily compriséd of yellow
and white pages directories, Superpages.com, our online directory and search services, and Superpages'Mobile,
our directory and information services on wireless telephones. These products are all offered by our sales force -
that is located in local markets across the United States.

Note 16 ' e o e
" o LR R . ' / ."_"«‘ .

Addltmnal Financial Informatmn . .- N e gt

The tables that follow provide additional financial information rclated to our ¢onsolidated financial statements

Balance Sheet Information e

+ b ; .t At December 31,
2006 2005 :
{in millions)

Accounts Receivable *

_"Amounts billed by Verizon on behalf of Idearc ......................... $76 $114
Amounts billed by Idearc ....... ... ... EERRREEE 318 318
Other ©........0.......c.... e e e Sl Lo 7+ 14

‘ ' o P e 446
Less: allowance for doubtful acCounts .................... PR . cen 76 ) 80
- Accounts'Payable and Accrued Liabilities ERCI B I TR
- Accountspayable .. ...l irece e oo o w $.38.. .%582 -
- JAccrued expenses ..., i R ot 86 - 76
Accrued vacation PAY ... ... ... e 24 25
Accrued salariesand wages. ..1... ...t e P I D - T 1)
Accrued taxes .:.. .. ... ... e e e e 143"+ 103
Accrued interest .. . ... e PP, e P 46 —
e : a o K $412 © $332" '
Cash Flow Information . ‘ S g . . N
S : . ' SR L * Years Ended December 31, «

SRR S " . LT 2006 0 2005 T - 2004

v 2" (in miltiéns) - !
Cash Paid (Received)
+§ . Income taxes, net of amounts refunded . . ....... PP v $433. 5480 -+ $390
01175 (11 A AP 10 (5~ (e &
7l
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Transactions with' Verizon and Relatéd Subsidiaries ,t ST T e e ‘ o
B T . L A [ Lo ' ' ' .
s

Transition Serviees‘Agreement N A S -

On November 17, 2006 we entered 1nto a Tranqmon Serv1ces Agreemem with Verlzon pursuant to Wthh
Vérizon and its ‘affiliaies will prov1de specrﬁed services to the Company on an interim basis. Among the
principal services provided by Verizon are information technology appllCdtIOI'l and support services, as well as
data center services. The Transition Services Agreement generally provides for services to be perforried through
2007, followed by transition activities through February 17, 2008, unless a particular service is terminated sooner
pursuant to the agreement. We will generally be able to terminate a particular service on 30 days’ advance notice;
subject to extension by Verizon of up to an additional 30 days. ) s .

l
- We will pay Verizon-approximately $30 million in fees (exclusive of reimbursernents of third party cost) for
services provided pursuant to the Transition Services Agréement, assummg each service runs for the full period
as contemplated by the Transmon Services Agreement. . T . : . o

| - . . . .
We have agreed to indemnify Verizon and its affiliates against any third-party claims related to the

Transition Services Agreement, except to the extent a claimed loss is determined finally in an arbitration . .
proceeding to have been caused by Verizon or its affiliates’ breach of the agreement We also have agreed to
indemnify Verizon and its affiliates against any taxes owed to them under the agreement plus incurred costs and

expenses Our indemnification obllgatlons are not sub_]ect to a monetary.cap. - AT 3 L
i
|

Financial Statement Transactions ' A

!
Our’consolidated financial statements include the following transactions with Verizon and related

subsidiaries:

!
|
i Years Ended December 31,
¥ o . oo . 2006 . 2005 - 2004
' ¥

ok : Lt (in-millions)
Dividends paid and returns of capital .. ........... e $ 652 $1,058  $, 934
Net transactions with former parent related tospin ... .............. 2,429 — —
Operatmg EXPEnses ........ e e ; ............... . 105 100 . 106
e ad @

Interest expense (income), net ..................

We reimbursed Verizon for specific goods and services it provided to, or arranged for, us based on tariffed
rates, market prices or negotiated terms that approximated 'market rates. These goods and services inctuded items
such as commumcauons and data processing services, offié ice space, professional fees and insurance coverage.

’ . . I [P P A X

We also relmbursed Verizon for our. share of costs mcurred by Venzon to prowde services on a common
basis to-all of its subsidiaries. These costs included allocatrons for legal, security, treasury, tax and audit services.
The allocations were based on actual costs incurred by Verizon and periodic studies that identified employees or
groups of employees who were totally or partially dedicated to performing activities that benefited us. In
addition, we reimbursed Verizon for general corporate cos@s that indirectly benefited us, including costs for
activities such as investor relations, financial planning, marketing services and benefits administration. These
allocations were based on actual costs incurred by Verizon, as well as on our size relative to other Verizon .
subsidiaries. We believe that these cost allocations are reasonable for the services provided. We also believe that
these cost allocations are consistent with the nature and approximate amount of the costs that we would have
incurred on a stand-alon€ basis. i
. v
In addition, we paid-dividends and other distributions to Verizon based-upon-available cash-balances and the

|
L]
- - l
spin-off transaction. e !

]
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The Company is subject to various lawsuits and other claims in the normal course of business. In addition,
from time (o time, we receive communications from government or regulatory agencies concerning
investigations or allegatrons of noncompliance with laws or regulations in jurisdictions in which we operate.

We ¢stablish reserves for spec:ﬁc lrabrlmes in connecuon wrth regulatory and legal actmns that we deem to
be probable and esumable No material amounts have been accrued in our financial statements with respect to
any matterq Inother i mstances mcludmg lhe matters descrrbed below we are not ab]e to make Aa reasonable
esumate 01: any llablhty because of the uncertamues related 10 the outcome and/or the amount or range of loss.
We do not expect that the ultimate resoluuon of pending regulalory and legal matters in future periods, mcludmg
the maiters described below ‘will have a matenal effect on our fi nancnal condition or resulls of operauons

We are currently subject to a class action lawsuit and a purported class action lawsuit from current and
former sales representatives located in California, New York, Pennsylvania and New Jersey. The plaintiffs in
these cases claim that we reducéd their incentive pa)\( through offsets for cancellations, non-renewals and credits
on customer accounts and shified a general business risk of-loss to our sales representatives through the
assignment of accounts which we allegedly knew would not renew their purchases, or would renew them at a
lower level. The plaintiffs seek amotints that they allege were unlawfully déducted from their wages, civil
penalties, interest, attorneys’ fees and costs. Some of the plaintiffs also seek amounts for overtime they allege
they worked for whlch they were not pard These cases are at varying stages of defense and the ultimate outcome
is not determinable.’. . clee

ERTING BN

We are subject to an alleged patent infringement acticn that was filed on November 15, 2006, with the U.S.
District Court for the Eastern District of Texas. The plaintiff, an English Wales corporation, filed its complaint
alléging that it is the owner of U.S. Patent No. 5,930,474 entitled “Internet Organizer for Accessing
Geographically and Topically Based Information.” Plaintiff claims that the defendants’ Superpages.com sité
utilizes technology that infringes its patent and that the defendants, through their agents and employees have
induced the mfnngement or comrrbutory mfrmgemem of the patent Plalntlff seeks an order frorn lhe court that |

responsive pleading to the complaint on February 9, 2007. The ultimate outcome of th1s case is not determinable.

Note 19

Quarterly Financial Information (Unaudited)

Operating  Operating Net Earnings per
Quarter Ended . Revenue Income Income SharetV

(in millions except per share amounts)

2006
March 31 ... . e $813 $358 $223 $1.53
June 30 . 802 325 202 1.38
September 30 .. ... .. ... 805 377 248 1.70
December 31D | .. 801 263 99 68

2005 '
March 31 .. e $869 $429 $265 $1.82
June 30 . . e e 850 402 251 1.72
September 30 . ... e 834 434 272 1.86
December 31 ... . e 821 376 237 1.63

{1) The number of shares issued for the spin-off of ldearc on November 17, 2006, was approximately 146 million.
For basic and diluted eamning per share calculations it was assumed that approximately 146 million shares were
outstanding for all periods presented. No additional shares were issued through December 31, 2006.
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(2) The quarter ended December 31, 2006 includes a $39 million {$24 million after-tax) charge associated with
Verizon stock based compensation awards, $28 million ($25 million after-tax) of nonrecurring separation
costs and $86 million ($53 million after-tax) of interes!t expense recorded since November 17, 2006.

|
Noté20- ' = '+ 4« l
Subsequent Event ., ., . ., .., i

On March 6, 2007, Idearc entered mto an interest rate swap to pay fixed and receive floating rate interest to
hedge the vanabthty in cash ﬂowq attrlbutabie 10 changes 1h the benchmark interest rate (LIBOR). The swap
hedges the first niné mtereqt rate payments on the first $] 710 mrlhon of the $4,750 rnillion Tranche B Facrllty '
already outstandmg {or’ its repldcement) starting ‘March 16,2007 and endmg March 31, 2009 This swap w1l]
allow us to comply wnh our debt covenant that essentrally reqmres that at [east 50% of our debt be subject to
fixed rates for a minimum of two yéars. We do not enter into financial 1nstruments for tradmg or speculatwe

purposes. See Note 8 for ddditional information regardmg our long- ~term debt. '

to v VA & RN TR A St ol ' IR
. . . Schedule Il—Valuation and Qualifying Accounts ; . w4
L - ldearc Inc. and Subsrdrarles S T
[ \ : ] v T C B
) For the Years Ended December 3I 2006 2005 and 2004 o L
T I o A L R KT ;'l'“; Balance at ' Addllwns et on ot o
B T T A PR VR 4 - (Beginning of | 1Charged to S Balance at’
Period Expenses'! Deductions'?  End of Period
i (in millions)
Allowance for Uncollectible Accounts:Receivable:,  , . . ... . . S B '
Year 2006 . ... T s e $8 . .18 .. (189 . ., . 8§76
Year 2005 ... ........ e Sy e 513_-_5 g 2180273y, 8 80,
Year2004 ... ... - ! $150,,, .. 306 . . .(32D). 8135

(1) Includes sales allowance (recorded as contra revenue) and bad debt expense

[ ’
(2) Amounts wrrtten off as sales adjuqtmenls and uncollectlbles net of recovenes '
T oL . o
T . it A R '*' . iy : ‘ . ': L
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None. , . - -

RN 4
LI

Item 9A. Controls and Procedures.

Under the supervision and with the participation of our management, 1nclud|ng our chief executive officer
and chief financial officer, we have evaluated the effectiveness of our dlqclosure controls and procedures (a-;
definedin Rulé'13a-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Acl”)) as of
the end of the period covered by this report. Based on that evaluation, our chief executive officer and chief
financial ofﬁcer concluded that our disclosure controls and procedures were effective as of lhe end of the period
covered by this’ report 10 provrde reasonable assurance that mformatlon we are requlred to dlsclose in repogts that,
are filed or submitted under the Exchange Act is recorded processed summarlzed and reponed wrthln the time .
periods specified in the rules and forms spec1ﬁed by the SEC. We note that the demgn of any system of controls
is.based in part upon certain assumptions about the likelihood of future events, and therg can be no assurance that
any design wrll succeed in achieving the stated goals under all potential future condmom .o

B * o

+ There have,not been any changes in our mtemal comrol over ﬁnancml reportmg during the, fourth quarter of
the period covered by this report that have materially affected, or are reasonably likely to materlally affect,,our

internal control over financial reporting.

Item9B.0‘the'rl'nfof'l'riatio'n.l.,,' T e e o ’ "

None. .o

a A R T: 2 I T A LR
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Item 10. Directors, Executive Officers and Corpuralte Governance.

The information required by Item 10 with respect to our executive officers is mcluded in Part I of [hlS
report. : i ST et

I
The mformauon requlred by, ]tem 10 with respect to, our directors is mcorporated by reference 10 the
information mcluded under the caption “Elecuon of Directors” in our Proxy Stalement for the 2007 Annua]
Meeting ofStockholders J T T o L
The information requlred by Item 10'with respect to ‘compliance with Secuon 16 of the Exchange Act is
mcorporated by reference to the informaticn included lunder the caption “Section 16(z) Beneﬁc1a] O:amerehrp
Reporting Compllance in our Proxy Sl‘atement for the 2007 Annual Meeung of Stockholders."

“at “

" 'The information reqmred by Ttem 10 with respect to our code 'of conduct for executive and financial officers .
and directors is posted on our web sité at wwiw.idearc.co in the Investor Relations tab under “Corporate
Governance and Commumty—Code of Conduct.” We will post information regarding any amendment to, or
waiver from, our code of conduct on ‘our web site in the Investor Relations tab under ‘Corporate Governance and
Community.” ’ . T L ' - )

The information required by Item 10 with respect to director candidates recommended by stockholders is
incorporated by reference to the information included under the caption “Corporate Governance—Director
Nominations—Stockholder Recommendations” in our Proxy Statement for the 2007 Annual Meetmg of
Stockholders. |

The information required by Item 10 with respect to our audit committee and our audit committee financial
expert is incorporated by reference to the information included under the caption “The Board, Its Committees
and Tts Compensation—Audit Committee” in our Proxy Statement for the 2007 Annual Meeting of Stockholders.

!

Item 11. Executive Compensation.

The information required by Item 11 is incorporzlited by reference to the information included under the
captions. “Compensation Discussion and Analysis,” “Executive Compensation™ and *“The Board, Its Committees
and Its Compensation—Director Compensation” in our Proxy Statement for the 2007 Annual Meeting of
Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The information required by Item 12 is incorporated by reference to the information included under the
captions “Security Ownership of Management and Certain Beneficial Holders” and “Equity Compensation Plan
Information” in cur Proxy Statement for the 2007 Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transﬁctions, and Director Independence,

|
The information required by Item 13 is incorporated by reference to the information included under the
captions “Corporate Governance—Director Independence” and “Review and Approval of Transactions with
Related Persons” in our Proxy Statement for the 2007 Annual Meeting of Stockholders.
'

Item 14. Principal Accountant Fees and Services. |

The information required by Item 14 with respect to the fees and services of Emst & Young LLP, our
independent registered public accounting firm, is incorporated by reference to the information included under the
caption “Independent Public Accountants” in our Proxy Statement for the 2007 Annual Meeting of Stockholders.

i
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PART IV : S

Item 15. Exhibits and Financial Statement Schedules. < .-

The following consolidated financial statements and schedules are filéd in Item 8 of Part IT of this report:

K

Financial Statements: S T A ‘

Report of Independent Registered Public Accounting Firm ... .. e e 48

Consolidated -Statements of Income ... ......... e s R T 49

Consolidated Balance Sheets. . ..............cvoiirinanerirn... o et 50

Consolidated Statement of Changes in Shdreholders Equtty (Deﬁcn) ..... e TIREEREE 51

Consolidated Statements of Cash Flows .. .............. ... .. PRRT P 52

Notes to Consolidated Financial Statements ................. e S P '53

1 . R R -

Financial Statement Schedule: e . . LT

Schedule IL. Valuation and Qua]tfymg Accounts .................................. e 74
e = ' T .

Exhlblls o, - ‘- _— ) . ; oL

3.1 Amended and Restated Certificate of Incorporation of the Registrant (incorporated by reference to

Exhibit 3.1 to the Registrant’s Regmtrauon Statement on Form 10, Amendment No. 5
" (File No. 001- 32939), filed October 30, 2006) ‘

32, Amended and Restated Bylaws of the Registrant (incorporated by reference to Exhlblt 3. 2 to the .
. Registrant’s Reglstratlon Statement on Form 10, Amendment No 5 (File No. 00_]. 32939) filed
"October 30, 2006} SN

4.1, Indenture, dated November 17, 2006, between the Registrant and U.S. Bank National Association,
" *as trustee {incorporated by reference 10 Exhrblt 4.1 to the Regtstram s Current Report on Form 8K,
filed November' 21, 2006) -

Lt

10.1 Transmon Services Agreement, dated November 17, 2006 between Venzon Informatlon
Technologws LLC and Idéarc Media Corp. {(incorporated by réference to Exhibit 10.1 to the
'Registrant’s Current Report on Form 8-K, filed November 21, 2006) ‘

-

10.2 Publishing Agreement, dated November 17, 2006, among Verizon Communications lnc Verizon

) Services Corp. and Idearc Media Corp. (incorporated by reference to Exhibit 10.2 to the Registrant’ 5
Current Report on Form 8-K, filed November 21, 2006} . R ST 1

10.3 Non-Competition Agreement, dated November 17, 2006, between Verizon Communica.tions Inc.

and-ldearc Media Corp. (incorporated by reference to Exhibit. 10,3 to the Registrant’s Current
Repon on Form 8-K, filed November 21, 2006)

. . b -
104 Branding Agreemem dated November 17, 2006, belween Venzon Licensing. Company and Idearc

Media Corp. (incorporated by reference 1o Exhibit 10.4 to the Registrant’s Current Repon on
Form 8-K, filed November 21, 2006) S L R - . . IR
10.5 Listings License Agreement, dated November 17, 2006, between specified Verizon telephone

operating companies and Idearc Media Corp. (incorporated by reference to Exhibit 10.5 to the
Registrant’s Current Report on Form 8-K, filed November 21, 2006)

10.6 " Billing Services Agreement, dated November 17, 2006, between Verizon Services Corp. and Idearc
Media Corp. (incorporated by reference to Exhibit 10.6 to the Reglstrant s Current Report on
Form 8-K, filed November 21, 2006)

10.7 Intellectual Property Agreement, dated November 17, 2006, between Verizon Services Corp. and
Idearc Media Corp. (incorporated by reference to Exhibit 10.7 to the Registrant’s Current Report on
Form 8-K/A, filed November 22, 2006)
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Exhibits:
10.8

10.9

10.11
10.12%

10.13*

10.14%

10015% "
L

21.1

231,
311

c oy,

T« ‘Certification of Andrew Coticchio filed pursuant 10 Sectlon 302 of the Sarbanes Oxley Act of 2002

31.2
32.1

peooon
Employee Matters Agreement, dated November 17, 2006, between Verizon Communications Inc.
and the Registrant (incorporated by reference to Exhibit 10.8 to the Registrant’s Current Report on
. Form 8- K ﬁled November 21, 2006)

1 O -

Tax Sharing Agreement, dated November 17, 2006 between Verizon Communications Inc. and the
Registrant (incorporated by reference to Exhlbtt 10.9 to the Registrant’s Current Report on
Form 8-K, filed November 21, 2006)

s -

Credit Agreement, dated November 17, 2006, among the Registrant, JPM.organ Chase Bank N.A.,

*I.P. Morgan Securities Inc., Bear Stearns & Co., Inc., Bear Stearns Corporate Lendmg Inc.. 'Banc of '

" America, N.A., Barclays Bank PLC, and Crtrgroup USA Inc. (incorporated by reference to

Exhibit']0.11 to the Registrant’s CurrenuReport on Form 8-K, filed November 21, 2006)

. ‘ - | . .
. Registration Rights Agreement, dated November 17, 2006, among the Registrant, specified - .

B

e Sectron 1350 as adopted pursuant to Setlrnon 906 of the Sarbanes Oxley Act of 2002 . -

.Consent of Ernst & Young LLP

guarantors, J.P. Morgan Securities Inc. and Bear, Stearns & Co. Inc. (1neorporated by reference to
Exhibit 4.2 to the Registrant’s Current Report on Form 8-K, filed November 21, 2006) el

2002 Employment Agreement of Katherme L Harless (incorporated by reference to Exhibit lO Itto
the Registrant’s Reglstratlon Statement on Form 10 Amendment No. 3 (File No. 001-32939), filed
+October 20, 2006)- . . b .

Idearc Inc. Long—Term Incéntive Plan (mcorporated by reference to Exhlbrt 10.10 to the Registrant’s
Current Report on Form 8-K, filed November 21, 2006) *

Form of Execuuve Restncted Stock Agreement for the Idearc Inc Long Term Incenuve Plan
(incorporated by reference to Exhibit 101 t0 the Regtstrant s Current Report on Form 8-K, filed
January 16, 2007)

t

. Form ‘of, Dlrector and Officer Indemmf’ catron Agreement (mcorporated by reference to Exhibit '

10.12 to'the Reglstrant s Reglstratlon Statement on Form 10, Amendment No. 4 (Frle No.
OOI 32939) filed October 27, 2006)

| .
Sub51d1anes of the Reglstram (mcorporated by reference to Exhibit 21 1 to the Regrstrant 8

Regrstranon Statement on Form 10, Amendment No. 6 (Flle No 001- 32939), filed November 1,
2006) |

o f

Certification of Katherine J. Harless ﬁ]ed pursuant to Section 302 of the Sarbanes-Oxley Act of
2002. .

Certification of Katherine J. Harless and Andrew Coucchro ﬁled pursuant 1o 18 u. S C.

o

* Management contract compensatory plan or arrangement . '
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SIGNATURES , ‘ TR

Pursuant to the requlrements of Sectlon 13 or 15(d) of the Securities Exchange Act of 1934 the Reglstrant
has duly caused tl‘llS report to be sxgned on its behalf by the undersngned thereunlo duly authorlzed on March 8
2007, ;

e i

P Tl R I A S R .
g e b R BT IR . ‘
) - IDEARCINC. | B o
. . y e i R v, [ T . L e R0
I-‘u I B Lo i?:y: " /s/ KATHERINEJ. HARLESS "
L st : ; - TR EKath(erln(-:.] Harless '

President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities indicated on March 8, 2007.

/s/  KATHERINE ], HARLESS President, Chief Executive Officer and Director
Katherine J. Harless (Principal Executive Officer)
s/  ANDREW COTICCHIO " Executive Vice President,

- Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)

Andrew Coticchio

/s/  JoHN ], MUELLER

Director
John J. Mueller

/s/ JErRY V. ELLIOTT Director
Jerry V. Elliott

/s/ DoNaLD B. REED Director
Donald B, Reed

/s/  STEPHEN L. ROBERTSON Director

Stephen L. Robertson
/s!/ THOMAS S, ROGERS Director
Thomas S. Rogers
/s/ PAUL E. WEAVER Director

Paul E. Weaver




Certifications

Our chief execuuve officer i is required to annually ﬁle a certlﬁcanon with the New York Stock Exchange
(“NYSE”) cert1fy1ng ouf comphance with the corporate govemance llstmg standards of the NYSE w1th the first
such'annual certification to be filed in December 2007. Durmg 2006, our ‘chief executive officer was not required
to file such annual certification with the NYSE, but in 200? our chief executive officer will file such annual =~
certification with the NYSE. Our chief executive officer anci chief financial officer are also required to, among
other things, quarterly file a certification with the Securltles and Exchange Commission regarding the quality of
our public disclosures, as required by Section 302 of the Sarbanes Oxley Act of 2002. We have filed the
certifications for the quarter ended December 31, 2006, as Exhibit 32.1 to the Annual Report on Form 10-K for

the year ended December %1, 2006.....
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